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This Listing Statement is compiled by the Exchange from documents filed by the Company in making applica- 
tion for listing. It is issued for the information of members, member firms and member corporations of the 


Exchange. It is not and is not to be construed as a prospectus. The Exchange has received no consideration in 
connection with the issue of this Listing Statement other than the customary listing fee. The documents 
referred to above are open for inspection at the general office of the Exchange. 


LISTING STATEMENT No. 2305 LISTED JULY 2nd, 1968 
15,000,000 common shares, par value $1.00 
Stock symbol “RVO” 
Dial quotation No. 1377 
Post section 11 
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RESERVE OIL AND GAS COMPANY ~~ 


Incorporated_under Chapter II of the Genera i Ear eee: 1931, ch. 862, sec. 292, 
(1931) Cal. Laws 1762-at-1+768;- and indorsing of the Articles of Incorporation by the Secretary of 


State of California on March 16, 1932. 


1. Address of the Company’s Head Office and of any other offices: 
The address of the Company’s Head Office is at 550 South Flower Street, Los Angeles, California 90017. 
The address of the Company’s Mid-Continent Operations is at 1700 Fidelity Union Tower, Dallas, Texas 
75202. 


The address of the Company’s Accounting Office is P.O. Box 1, Apple Valley, California 92307. 
The address of the Company’s Canadian Operations is 630 Sixth Avenue, S.W., Calgary, Alberta, Canada. 


2. Officers of the Company: 


OFFICE HELD NAME ADDRESS OCCUPATION 
Chairman of the Newton T. Bass 20572 Rancherias Ranch Rd. Executive 
Board Apple Valley, California 92307 
President and John R. McMillan 1025 Hillside Terrace Executive 
Chief Executive Pasadena, California 91105 
Officer 
Vice-President Walter E. Cramer, Jr. 21431 Highway 18 Executive 
Apple Valley, California 92307 
Vice-President Harold F. Green 5710 Scotwood Drive Executive 
and Secretary Palos Verdes Peninsula 
California 90274 
Vice-President Paul D. Meadows 4228 Hallmark Drive Executive 
Dallas, Texas 75229 
Treasurer Robert E. Aberley 14350 Chinook Road Accountant 


Apple Valley, California 92307 
3. Directors of the Company: 


NAME ADDRESS OCCUPATION 
Newton T. Bass 20572 Rancherias Ranch Road Executive 
Apple Valley, California 92307 
John R. McMillan 1025 Hillside Terrace Executive 
Pasadena, California 91105 
Joseph A. Ball 4281 Country Club Drive Attorney-at-Law 


Long Beach, California 90807 


Llewellyn Bixby, Jr. 45 Dana Place Executive 
Long Beach, California 90803 


Walter E. Cramer, Jr. 21431 Highway 18 Executive 
Apple Valley, California 92307 

Marco F. Hellman 3515 Pacific Avenue Investment Banker 
San Francisco, California 94118 

Clinton LaTourrette 710 North Rodeo Drive Financial Consultant 
Beverly Hills, California 90210 

Howard C. Pyle 1050 Glen Oaks Petroleum Investor 
Pasadena, California 91105 

B. J. Westlund 668 McVey, No. 30 Retired 


Lake Oswego, Oregon 93074 


4. Names and addresses of all transfer agents: 
Guaranty Trust Company of Canada, 311 Eighth Avenue West, Calgary, Alberta, Canada. 
Guaranty Trust Company of Canada, 88 University Avenue, Toronto, Ontario, Canada. 
Crocker-Citizens National Bank, 611 West 6th Street, Los Angeles, California. 
The Chase Manhattan Bank, (National Association), One Chase Manhattan Plaza, New York, New York. 


5. Particulars of any fee charged upon transfer other than customary government taxes: 60c per certificate. 


6. Names and addresses of all registrars: 
Guaranty Trust Company of Canada, 311 Eighth Avenue West, Calgary, Alberta, Canada. 
Guaranty Trust Company of Canada, 88 University Avenue, Toronto, Ontario, Canada. 
Security Pacific National Bank, 124 West Fourth Street, Los Angeles, California. 
First National City Bank, 55 Wall Street, New. York, New York. 


7. Amount of authorized capital: $25,000,000. 


8. Number of shares and par value: 
15,000,000 common shares, par value $ 1.00 
400,000 preferred shares, par value $25.00 


designated as follows: 
32,000 512% Cumulative Convertible (Voting) Series A 
108,489 542% Cumulative Convertible (Voting) Series B 
259,511 54% % Cumulative Convertible (Voting) Undesignated 


9. Full details of all shares issued in payment for properties or for any other assets other than cash: (within 
the preceding four years) 


Date Number of Shares Brief description of properties or other assets and the aggregate consideration 
therefor, expressed in cash, shares, etc. 
June 10, 1968 2,668,257 Upon completion of the Agreement and Plan of Compromise and Reorgani- 
common zation with Fargo Oils Ltd. (for details see pages 1, 5-8 and (1) to (7) 


of attached Proxy Statement), all of the shares of Fargo Oils Ltd. whose 
assets consist of oil and gas properties, see description on pages 34 to 39 
of the attached Proxy Statement. 


April, 1966 2,500,326 Acquisition of the assets of Apple-Valley Building and Development Com- 
common and pany, mainly consisting of acreage. 
63,750 
preferred, 
Series B 
March, 1966 338,028 Acquisition of the assets of Long Beach Dock and Terminal Company, 
common and mainly consisting of oil properties, warehouses and dockage facilities in 
44.739 and near Long Beach, California. 
’ 
preferred, 
Series B 
May, 1965 215,000 Acquisition of substantially all of the assets of Rice Ranch Oil Company, 
common and mainly consisting of undeveloped as well as oil and gas producing land 
32.000 in the State of California. 
preferred, 
Series A 
April, 1964 172,640 Acquisition of substantially all of the assets of Fremont Valley Lands, Inc., 
common mainly consisting of purchase money promissory notes and also of cer- 


tain oil and gas producing leases in the State of Texas. 


Totals: 5,894,251 common Shares 
32,000 preferred Shares, Series A 
108,489 preferred Shares, Series B 
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10. Full details of all shares sold for 


11. 


12. 


E35. 


14. 


rs: 


16. 


17. 


18. 


19. 


cash. 


Total number of shares issued: 


Number of shares unissued: 


Particulars of any issued shares 
repurchased and held in the 
treasury of the Company. 


Date of last annual meeting. 


Date of last report to share- 
holders. 


Details of any unissued shares 
(or shares issued subject to 
payment or shares held for the 
benefit of the treasury) now 
under option or the subject of 
any underwriting or sales agree- 
ment. If none, this to be stated. 


Names and addresses of persons 
having any interest, direct or in- 
direct, in underwritten or op- 
tioned shares or other securities 
or assignments, present or pro- 
posed. 


Details of any payments in cash 
or securities of the Company 
made to a promoter or finder in 
connection with a proposed 
underwriting or property acqui- 
sition. 


Details of any shares pooled, 
deposited in escrow, non-trans- 
ferable or held under any voting 
trust agreement, syndicate agree- 
ment or control. 


All sales for cash to date are shown on attached List of Common Stock 
Issued, marked Exhibit 1 to this Listing Application. There have been 
no sales for cash since December 6, 1948, other than sales of shares to 
key employees of the Company upon the exercise of stock options, see 
pages 31, 32, 55 (note 11 to Financial Statements) and 3-5 of the 
attached Proxy Statement, see Exhibit 2 to this Listing Application. 
(Exhibits 1 and 2 are on pages 9 and 10.) 


7,379,465 common shares 
27,087 preferred shares, Series A 
107,116 preferred shares, Series B 
(all as at June 10, 1968) 


7,620,535 common shares 
259,511 undesignated preferred shares 


As to 2,729 common and 1,554 preferred, Series B 


These shares came to the Company through the acquisition of the assets 
of Apple Valley Building and Development Company. Certain share- 
holders in Apple Valley Building and Development Company had the 
option to dissent from the reorganization plan and take a cash preference. 
Those shares reserved for the share exchange not used for the dissenters 
were reacquired by Reserve Oil and Gas Company as treasury shares. 


As to 17,658 common and 881 preferred, Series B 


One of the subsidiaries of Apple Valley Building and Development Com- 
pany was Richland Oil Company. It held Apple Valley Building and 
Development Company stock which was exchanged for the Company’s 
stock. Upon dissolution of Richland Oil Company the shares were re- 
acquired by the Company as treasury shares. 


April 25, 1968. 


March 8, 1968, being the attached Proxy Statement. 


The only unissued shares now under option or subject to conversion privi- 
leges are common shares of the Company, and the following common 
shares have been reserved for the following options, conversions or 
exchanges. 


73,229 for conversion of preferred shares, Series A 
261,703 for conversion of preferred shares, Series B 


71,650 for exercise of stock options under the Selected Employees’ 
Stock Option Plan — 1964 


100,000 for exercise of stock options under the Selected Employees’ 
Stock Option Plan — 1968 


903,656 for conversion of the Company’s Debentures 
3,186 under the stock purchase plan for employees of Fargo Oils 
Ltd., see pages 40-41 and 7 of the attached Proxy Statement 


1,413,424 TOTAL 


The only persons holding optioned shares are certain key em- 
ployees of the Company, and these stock-options are described 
on pages 31, 32, 55 (note 11 to Financial Statements) and 3-5 
of the attached Proxy Statement. See pages 40-41 and 7 of the 
attached Proxy Statement for information on the stock under 
the Stock Purchase Plan for Fargo employees. 


Not applicable. 


ee a 


805,000 common shares, part of the stock issued in payment for properties 
as set out in paragraph 2 of item 9 hereof, are held in escrow by the 
Security Pacific National Bank, Los Angeles, California, under a contract 
made in April 1966. The beneficial owners are B, J. Westlund, Newton 
T. Bass and Virginia W. McConkey, and details are set out in note (1) 
on page 33 of the attached Proxy Statement. 
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20. Names and addresses of owners 
of more than a 5% interest in 
pooled or escrowed shares and 
their shareholdings. (If shares 
are registered in the names of 
nominees or in street names, 
give names of beneficial owners, 
if possible. ) / 


See page 33 of the attached Proxy Statement. 


21. Names, addresses and shareholdings of five largest registered shareholders and if shareholdings are 
pooled or escrowed, so stating. If shares are registered in names of nominees or in street names, give 
names of beneficial owners, if possible, and if names are not those of beneficial owners, so state. 


This information reflects shareholdings as at May 1, 1968. 
SHARES HELD AS 


NOMINEE 
NAME AND ADDRESS ESCROWED PREFERRED, 
OF SHAREHOLDER FREE SHARES SHARES* TOTAL COMMON SERIES B 
(1) B. J. Westlund Common — 323,181 535,000 858,181 None None 
16842 Alder Circle Didsenb 4 16,859 — 16,859 
Lake Oswego, Oregon 
(2) Virginia W. McConkey Common — 322,665 135,000 457,665 31,2307 = 1,856** 
Route 3, Box 372 Pidve8e 11,474 — 11,474 
Shelton, Washington 
(3) Newton T. Bass Common — 315,768 135,000 450,768 46,224** 2,304** 
P.O. Box 1 Pfidi “Be 11,130 —! 11,130 
Apple Valley, California 
(4) Dorothy R. Westlund Common — 154,080 — 154,080 None None 
16842 Alder Circle Rid; By 7,680 — 7,680 
Lake Oswego, Oregon 
(5) Win & Co. Common — _ 82,100 — 82,100 Win & Co. is a nominee 


c/o Trust Department 

City National Bank & 

Trust Company of Kansas City 
P.O. Box 226 

Kansas City, Mo. 64141 


for the City National 
Bank & Trust Company 
of Kansas City. The 
names of the beneficial 
Owners are not known. 


*Shareholdings are escrowed as stated in items 19 and 20, above. 
**Names of beneficial owners: see page 34 of the attached Proxy Statement. 


22. Names and addresses of persons 
whose shareholdings are large 
enough to materially affect con- 
trol of the Company. 

23. Details of any registration with 


or approval or authority for sale 
granted by or any filing with 
a Securities Commission or cor- 
responding Government body. 


B. J. Westlund 
16842 Alder Circle 
Lake Oswego, Oregon 


Virginia W. McConkey 
Route 3, Box 372 
Shelton, Washington 
Newton T. Bass 

P.O. Box 1 

Apple Valley, California 


Pursuant to the laws of the State of California, the place where the Com- 
pany is incorporated and where it maintains its principal place of busi- 
ness, prior to the issuance and sale of its securities a permit to do so 
must be obtained from the Department of Investment, Division of Cor- 
porations, State of California. 


The Company has obtained such permits for all such issues and sales from 
time to time since its incorporation in 1932. 


In support of this Listing Application the Company submits the following 
certified copies of current permits in respect of common shares reserved 
for future issuance, namely: 


1. Permit issued May 24, 1968, with respect to shares issuable pursuant to 
the terms of an Agreement and Plan of Compromise and Reorganization 
dated March 1, 1968 between the Company and Fargo Oils Ltd., and also 
with respect to shares issuable from time to time upon exercise of options 
to be granted under the Company’s Selected Emplovees’ Stock Option 
Plan — 1968. 


2. Permit issued December 19, 1967, with respect to shares issuable upon 
conversion of the Company’s 642% Convertible Subordinated Deben- 
tures; 


3. Permit issued March 15, 1966, with respect to shares issuable upon con- 
version of the Company’s 542% Cumulative Convertible (Voting) Pre- 
ferred Stock, Series B (par value $25.00); 


4. Permit issued March 22, 1965, with respect to shares issuable upon con- 
version of the Company’s 54% Cumulative Convertible (Voting) Pre- 
ferred Stock, Series A (par value $25.00); 


5. Permit issued July 14, 1964, as amended, January 6, 1965, January 11, 
1965, January 4, 1966, January 12, 1967, January 12, 1968 and Febru- 
ary 13, 1968, with respect to shares issuable from time to time upon 
exercise of options granted under the Company’s Selected Employees’ 
Stock Option Plan; 


6. Permit issued October 21, 1963, with respect to stock option granted to 
the President of the Company, Mr. John R. McMillan. 


24. 


25. 


26. 


OF 


28. 


29. 


30. 


Has any application for regis- 
tration with or approval or 
authority for sale by or any 
filing with a Securities Com- 
mission or corresponding Gov- 
ernment body ever been refused, 
cancelled, suspended or revok- 
ed? If so, give particulars. 


Particulars of any bonds, de- 
bentures, notes, mortgages, 
charges, liens or hypothecations 
outstanding. 


If assets include investments in 
the shares or other securities of 
other companies, give an item- 
ized statement thereof showing 
cost or book value and present 
market value. 


Enumerate fully each of the 
following property  classifica- 
tions, giving claim or property 
numbers, approximate acreage, 
townships and mining camp or 
oil field: 

(a) Properties owned where 
titles vested in Company. 

(b) Properties leased. 

(c) Properties otherwise held. 
Give particulars of title 
held by the Company in 
each instance, (e.g. pat- 
ented, unpatented, Crown 
granted, held under min- 
ing license, perpetual lease, 
etc. ) 


Full particulars of any royalties 
or other charges payable upon 
production from each individual 


property. 


Names and addresses of vendors 
of any property or other assets 
intended to be purchased by the 
Company showing the con- 
sideration to be paid. 


Names and addresses of persons 
who have received or will re- 
ceive a greater than 5% interest 
in the shares or other con- 
sideration to be received by the 
vendor. If the vendor is a 
limited company, the names 
and addresses of persons having 
a greater than 5% interest in 
the vendor company. 


1. Apple Valley 


3. Fargo Oils Ltd. 


The Company has never had an application for registration with or appro- 


val or authority for sale by or any filing with a securities commission or 
corresponding government body refused, cancelled, suspended or revoked. 


1. 64%% -Convertible Subordinated Debentures due December 15, 1992; 


amount outstanding as at May 1, 1968: $11,860,000.00. For details, see 
page 43 of the attached Proxy Statement. 


. Various secured and unsecured indebtedness in the amount of $464,139 


as at December 31, 1967. For details, see note (2) on page 9 of the 
attached Proxy Statement. 


COMPANY SECURITY HELD COST 


100% of the issued and outstanding 


Ranchos Water capital stock $375,000.00 
Co. 

2. Reserve 100% of the issued and outstanding 
Chemical Co. capital stock $ 4,547.65 


100% of the issued and outstanding 
capital stock; 27.1% of which was 


acquired at a cost of $11,091,005.00 


and the remainder of which was 
acquired by a share exchange at the 
rate of 1 share of common stock of 
Fargo Oils Ltd. for 43% of 1 share 
of the Company, said shares of Fargo 
Oils Ltd. having a book value of 


(Can.$) $ 3,949,020.36 
(being Can.$1.48 per share, book 
value) 
4. Frontier 100% of the issued and outstanding 
Hotels, Inc. capital stock $59,500.00 


See pages 18-28 of the attached Proxy Statement. 


See pages 20, 22 of the attached Proxy Statement. 


The Company presently intends to enter into three separate trans- 


actions within the near future, which, in the aggregate, will in- 
volve the issuance of 16,816 shares of Common Stock reacquired 
by the Company and presently held as treasury shares and 
9,600 shares of a new series of its Preferred Stock to be desig- 
nated “512% Cumulative Convertible (Non-Voting) Preferred 
Stock, Series C,” in exchange for various minor oil and gas 
properties and interests in Alberta, Texas and Alaska. 


There are no shareholders of the capital stock of Fargo Oils Ltd. 


(the vendor) or other persons connected with the vendor who 
have received a greater than 5% interest in the shares of the 
Company received by the shareholders of the vendor under the 
Agreement and Plan of Compromise mentioned in preceding 
item 29. There were no shareholders of the capital stock of the 
vendor who had a greater than 5% interest in the vendor. 


3h. 


32; 


a. 


34. 


ae 


36. 


a7 


38. 


Are any lawsuits pending or in 
process against the Company or 
any of its properties, or are 
there any other circumstances 
which might affect the Com- 
pany’s position or title adverse- 
ly? If so explain fully. 


The Company knows of no pending litigation of a material nature 
in which the Company, or any of its subsidiaries, is currently 
involved. 


Describe plant and equipment 
on property or properties. 


Describe all development ac- 
complished and planned. 


Date and author of mining 
or petroleum engineer’s or geo- 
logist’s report filed with this 
application and available for 
inspection on request. 


Full particulars of production 
to date. 


Have any dividends been paid? 
If so, give date, per share rate, 
and amount paid in dollars on 
each distribution. 


Name and address of the solici- 
tor or attorney whose certificate 
that the applicant is a valid and 
subsisting company and that 
the shares which have been 
allotted and issued were legally 
created and are fully paid and 
non-assessable has been filed 
with the Exchange. 


(a) Have any shares of the 
Company ever been listed 
on any other stock ex- 
change? If so, give par- 
ticulars. 


(b) Is any application for list- 
ing the shares of the 
Company on any other 
stock exchange now pend- 
ing or contemplated? If 
sO, give particulars. 


See pages 27-29 of the attached Proxy Statement. 


See pages 18-29 of the attached Proxy Statement. 


/ 


February 21, 1968. James A. Lewis Engineering Inc. by George S. 
Monkhouse, P.E., President. The report is set out on pages 24 
to 25 of the attached ine Statement. 


See pages 19-25 of the attached Proxy Statement. 


The Company has not paid or declared any cash dividends on its 
common shares. 


RESERVE OIL AND GAS COMPANY 
PREFERRED SERIES “A” DIVIDENDS 


DIV. TOTAL AMOUNT 
NO. DATE PAID PER SHARE RATE PAID 
1 6-30-65 | $0.1394 (Partial) $ 4,460.80 
2 9-30-65 0.34375 11,000.35° . 
3 12-31-65 | 11,000.28 
4 3-31-66 > 11,000.28 
5 6-30-66 ” 11,000.27 
6 9-30-66 11,000.27 
7 12-31-66 - 11,000.29 
8 3-31-67 2 11,000.29 
9 6-30-67 f 11,000.31 
10 9-30-67 2 10,096.58 
11 12-31-67 " 9,853.55 
12 3-31-68 2 9,323.47 
PREFERRED SERIES “B” DIVIDENDS 
1 6-30-66 | $0.23798 (Partial) $30,550.42 
| 0.34375 (Partial) 

5. 9-30-66 0.34375 36,759.90 
3 12-31-66 ” 36,759.56 
4 323167 ” 36,456.73 
5 6-30-67 Me +s 36,456.73 
6 9-30-67 ¥ 36,451.91 
7 12-31-67 “ 36,368.02 
8 ° 3-31-68 | “ 36,052.47 


Morrison, Foerster, Holloway, Clinton & Clark 
11th Floor, 120 Montgomery Street 

San Francisco, California 94104 

U.S.A. 


(a) American and Pacific Coast Stock Exchanges. 


(b) Yes. Application to list 2,773,080 Common shares (in addi- 
tion to 6,021,446 presently listed common shares) on the 
American and Pacific Coast Stock Exchanges, which is being 
made concurrently herewith. 


oo. 


40. 


41. 


(c) Has any application for 
listing of any shares of 
the Company ever been 
refused or deferred by any 
stock exchange? If so, 
give particulars. 


Particulars of the principal busi- 
ness in which each officer and 
director has been engaged dur- 
ing the past five years, giving 
the length of time, position held 
and name of employing com- 
pany or firm. 


The dates of and parties to and 
the general nature of every 
material contract entered into 
by the Company which is still 
in effect and is not disclosed in 
the foregoing. 


Except for management con- 
tracts, do not include partic- 
ulars of any contract entered 
into in the ordinary course of 
business carried on or intended 
to be carried on by the Com- 


pany. 


Any other material facts not 
disclosed in the foregoing. 


(c) No. 


See page 30 of the attached Proxy Statement. 


See pages 18-28, and 30-31, of the attached Proxy Statement. 


To the knowledge of the signatories hereto, there are no other 
material facts, apart from those disclosed herein and in the 
Proxy Statement which is attached hereto. 


42. STATEMENT SHOWING DISTRIBUTION OF ISSUED CAPITAL 
as of May 1, 1968 


FREE STOCK SHARES 
(a) Distributed and in the hands of the public (exclusive of the pro- Common 2,446,146.5* 
moters, officers and directors of the Company and their agents Pfd.A 26,987 
or trustees). Pfd. B 76,533 * 
(b) Distributed and in the hands of the promoters, officers and direc- Common 1,458,274.5 
tors of the Company and their agents or trustees. Pfd. A 110 
Pfd. B 30,647 


Total free stock 


ESCROWED OR POOLED STOCK 
(c) Held in escrow or pool as set out in Item 19 of this application. Common 


Total issued capital 


RECORD OF SHAREHOLDERS 
Number of registered shareholders holding shares in class (a) above 0.0.0.0... 
Number of registered shareholders holding shares in class (b) above ........0 00000... 
Number of registered shareholders holding shares in class (C) ADOVE 0.0.0.0... teers 


* Includes 20,387 Common and 2,435 Preferred Series B held in the Treasury. 


Pfd. Series A 
NUMBER SHARES 
385 Holders of 1e—» 99 shares: .6....:...00 co ee 5,746 
Zi ‘e 100 — 499. sient ee 5,538 
6 Ss 500 9 aoc ee 4,215 
2, Z EL OOO Oe ers oats cate 2,207 
4 fe *? 2000 22990 on?) eee 9,391 
- ? 3000 '—— 73999 |? Neca eee ee 
za OOO at AD a a Ne aus isc ie 
% ” 5000 — up PRE Se: ne ae 
424 Stockholders Total Shares 27,097 
Pfd. Series B 
NUMBER SHARES 
595 Holders of ft —- (09 shares. AS). eee T97 
63 a 7 OO = VG 90 reer see ee 14,834 
12 4 500) = O99) es teas eee 10,157 
10 4 ” LOOO! T9990 RRR cs sree on 13,248 
3) 4 ?? 2000: — 2999 © — F70 tes eae 7,082 
e 8 "BOOO = F800 at ee es, ee 
4 4000; —= 4999 2% Pe eee 
=) - ” 5000 — up la ch MR RE sob) ir 54,262 
688 Stockholders Total Shares 107,180 
43. STATEMENT SHOWING NUMBER OF SHAREHOLDERS 
as of May 1, 1968 
Common 
NUMBER SHARES 
2,166 Holders of a Be 2 12 ERY iit, sap ee 93,839 
2,649 8a aah OO) Se AOD oe ee ain ee ae re 490,034 
293 ede Mae OO OY OT ieee Aree een ene Carty eee 212,570 
200 rie WE WL OO yO an Eek hn 5 Ween ei as 254,234 
60 PM 8 SE SAAS 12 IIS fas 0 A, Mies op RN 138,265 
32 mE SOOO Lamm “S900 etme eae) Leake ee tere 106,723 
21 tam te HOO See ADO OS PS | - earner e sco scehancs geaceane 92,785 
89 » $000 — up ep... Ree etary eee 3,320,971 
5,510 Stockholders Total 4,709,421 
*2,670,044 


TOTAL SHARES = 7,379,465 


SHARES 


2,549,666.5 


1,489,031.5 


4,038,698.0 


805,000 


4,843,698 


* Note—Between May 1, 1968, and June 10, 1968, 2,670,044 common shares were issued, as follows: 


2,668,257 to former shareholders of Fargo Oils Ltd., in accordance with the Agreement and Plan 
of Compromise and Reorganization described on pages 1, 5-8 and (1) to (7) of the 
attached Proxy Statement. 


1,600 in connection with the exercise of stock options under the Selected Employees’ Stock 


Option Plan—1964. 


160 for conversion of preferred shares, Series B. 
27 for conversion of preferred shares, Series A. 
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RESERVE OIL AND GAS COMPANY 


550 SoutH FLower STREET 
Los ANGELEs, CALIFORNIA 90017 


March 8, 1968 


To Our SHAREHOLDERS: 


You will find enclosed a notice of annual meeting of the shareholders of your Company (“Reserve”), 
a proxy statement and a form of proxy. At this meeting, shareholders will be asked (1) to elect the 
Board of Directors for the ensuing year, (2) to approve the Company’s “Selected Employees’ Stock 
Option Plan—1968”, and (3) to approve and adopt an Agreement and Plan of Compromise and Reor- 
ganization dated as of March 1, 1968 (the “Plan”) between Reserve and Fargo Oils Ltd., an Alberta, 
Canada, corporation (“Fargo”), a copy of which is annexed to the proxy statement. 


ELECTION OF DIRECTORS 


The shareholders will be asked to re-elect nine of the present ten directors of the Company, which 
will leave one vacancy in the Board. Management does not intend to fill this vacancy until some future 
date. Information concerning the nine nominees is set forth in the Proxy Statement under Proposal 1. 


Stock Option PLAN 


Management will present to the meeting for approval a Selected Employees’ Stock Option Plan—1968 
adopted by the Board of Directors at a meeting on March 5, 1968. From the experience of the Company 
under the Stock Option Plan approved in 1964, Management is convinced that stock ownership by key 
employees is a strong stimulant to effective performance and is important to the interests of the Company 
and its shareholders. The Stock Option Plan is described in detail in the Proxy Statement under 
Proposal 2. 


THE PLAN 
The third and very important issue’to be voted on by the shareholders is the approval and adoption 
of the Agreement and Plan of Compromise and Reorganization dated as of March 1, 1968, between 
Reserve and Fargo Oils Ltd., hereinafter referred to and more particularly described in the Proxy State- 
ment under Proposal 3. 


Briefly stated, the Plan provides that Reserve will issue shares of its Common Stock ($1 par value) 
to Guaranty Trust Company of Canada, Calgary, Alberta, Canada, as trustee for Fargo shareholders 
(other than Reserve and Fargo shareholders who effectively dissent from the Arrangement, a copy of 
which is annexed as Schedule “A” to the Plan), in order that Fargo shall become a wholly-owned sub- 
sidiary of Reserve. The Plan provides that upon ratification by a majority in number representing three- 
fourths of the shares of Fargo voting either in person or by proxy at a meeting of the shareholders of Fargo 
called for that purpose, and upon agreement to the Arrangement by the same majority of the shareholders 
of Fargo, the Arrangement shall be presented to the Supreme Court of the Province of Alberta for sanc- 
tion as required by the provisions of Sections 139 and 140 of The Companies Act of Alberta (subject 
to satisfaction of other conditions). 


Upon sanction of the Arrangement by the Court, the Company will issue to Guaranty Trust Com- 
pany of Canada, as trustee, such number of full paid and nonassessable shares of Common Stock of 
Reserve as may be required to enable the shareholders of Fargo (except Reserve and the effectively 
dissenting shareholders) to become holders of Common shares of Reserve on the Closing Date. If the 
Plan shall not be terminated as provided therein, the Closing Date shall be the date upon which the Com- 
pany and Fargo shall give notice, one to the other, that certain conditions of the Plan have been met, 
including sanction of the Arrangement by the Court. Pursuant to the Plan and the Arrangement on the 
Closing Date all holders of certificates representing shares of Fargo (other than Reserve) shall cease to 


be shareholders of that company, Reserve shall become and be the sole shareholder of Fargo, and there- 
after each certificate formerly representing shares of Fargo (other than certificates held by Reserve) 
shall thenceforth represent (a) in the case of a Fargo shareholder, who is not a dissentient, the right 
upon surrender of his certificate to Guaranty Trust Company of Canada on or before a specified date 
to receive the number of whole shares of Reserve Common Stock to which such holder is entitled under 
the terms of the Arrangement and payment for any fractional share of Reserve to which such holder 
would be entitled, or (b) in the case of a shareholder of Fargo, who is a dissentient, the right upon sur- 
render of his certificate to Guaranty Trust Company of Canada to receive from Fargo such award as 
may be made by or as a result of any direction of the Court. 


Upon consummation of the Plan and Arrangement, each shareholder of Fargo (other than Reserve) 
who is not a dissentient shall be entitled to 43/100ths share of Common Stock of Reserve for each one 
share of Common Stock of Fargo (i.e, 43 shares of Reserve Common for each 100 shares of Fargo 
Common). This ratio of exchange was recommended by Lehman Brothers, One William Street, New 
York, New York, internationally known investment bankers, acting for Reserve, and Richardson 
Securities of Canada, Winnipeg, Manitoba, Canada, investment bankers, acting for Fargo, upon considera- 
tion of various factors as set forth in the proxy statement, and their recommendations have been accepted 
by the directors of Reserve and Fargo. 


Fargo is an amalgamated company under the laws of the Province of Alberta, under and by virtue 
of a certificate of amalgamation dated June 30, 1960, issued by the Registrar of Companies of the 
Province of Alberta. Fargo has been engaged in the business of exploring for, developing and pro- 
ducing oil and gas in the Western Provinces of Canada. On September 7, 1967, Reserve purchased 
2,310,626 shares of the Common Stock of Fargo (27.1% of its outstanding stock) for $11,091,004.80 
cash (i.e., $4.80 per share) from General American Oil Company of Texas. Upon consummation of the 
purchase, four of the seven members of the Board of Directors of Fargo resigned and Messrs. Newton 
T. Bass, John R. McMillan, Marco F. Hellman and Howard C. Pyle, all directors of Reserve, were 
elected to fill the vacancies thus created; and at the same time, John R. McMillan, President of Reserve, 
was elected President of Fargo, and Paul D. Meadows, Vice President of Reserve, was elected Executive 
Vice President of Fargo (see “Description of Business and Properties of Fargo” in the accompanying 
proxy statement). 

The acquisition by Reserve of the remaining outstanding stock of Fargo will result in Fargo becom- 
ing a wholly-owned subsidiary of Reserve and will permit the consolidation of the operations of the two 
companies in Canada (where Reserve is already actively operating—see “Description of Business and 
Properties of Reserve” in the accompanying proxy statement) and will permit the consolidation of the 
accounts of Reserve and Fargo for shareholder accounting purposes. 

The accompanying proxy statement sets forth in detail the business and properties and financial _ 
condition of Reserve and Fargo separately and on a pro forma combined basis. 

Your Board of Directors has approved and adopted the Plan and recommends like action by the 
shareholders. 

Regardless of the number of shares you hold, your shares should be voted on this important issue. 
We hope you will attend the meeting if you can conveniently do so. If you cannof attend, or if you 
expect to be present but wish to have your stock voted by proxy, we ask that you sign, date and 
return the enclosed proxy as soon as possible. 


Sincerely, 


Joun R. McMItran, President 


A RETURN ENVELOPE, WHICH REQUIRES NO POSTAGE IF MAILED IN THE UNITED STATES, 
IS ENCLOSED FOR YOUR CONVENIENCE. 


Your Board of Directors has fixed the close of business on March 8, 1968, as the record date 


for determination of the shareholders of Reserve entitled to notice of, and to vote at, the meeting and 
any adjournment or adjournments thereof. 


RESERVE OIL AND GAS COMPANY 


NOTICE OF ADJOURNED ANNUAL MEETING OF SHAREHOLDERS 
TO BE HELD APRIL 25, 1968 


The adjourned annual meeting of shareholders of Reserve Oil and Gas Company will be held in the 
Los Angeles Room of the Statler Hilton Hotel, 930 Wilshire Boulevard, Los Angeles, California, on 
Thursday, April 25, 1968, at 10:00 A.M., for the following purposes: 


1. Proposal 1. To elect a Board of Directors for the ensuing year and until their successors are 
elected and qualified; 


2. Proposal 2. To consider and vote upon a proposal to approve the Company’s “Selected 
Employees’ Stock Option Plan—1968”, a copy of which is attached as Exhibit 2. 


3. Proposal 3. To consider and vote upon a proposal to approve and adopt an Agreement and 
Plan of Compromise and Reorganization dated as of March 1, 1968 (the “Plan’”), providing for the 
transfer to this Company of all the outstanding stock of Fargo Oils Ltd., an Alberta corporation 
(“Fargo”), except shares presently owned by this Company, to the end that Fargo will become a wholly- 
owned subsidiary of this Company, in exchange for shares of the Company’s Common Stock. 


(The terms and provisions of the Plan are summarized in the accompanying proxy statement, and a 
copy thereof is attached as Exhibit 1.) 


4. To consider and act upon such other business as may properly come before the meeting and 
any adjournment or adjournments thereof. 


Only holders of stock of the Company of record at the close of business on March 8, 1968, will be 
entitled to notice of, and to vote at, this meeting, or any adjournment or adjournments thereof. 


The holders of all classes of stock of the Company (Series A Preferred, Series B Preferred and 
Common, voting together as a group) may vote for the election of the Board of Directors and upon the 
approval of Proposals 2 and 3. A favorable vote of not less than a majority of all classes of stock 
(voting as a group) is required for the approval of Proposals 2 and 3. 


Shareholders who do nof expect to attend the meeting in person are requested to complete, 
sign and date the enclosed proxy and return it promptly in the enclosed addressed and stamped 
envelope. 


By OrbDER OF THE BOARD OF DIRECTORS. 


Haron F. GREEN, Secretary 
Los Angeles, California 
March 8, 1968. 
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RESERVE OIL AND GAS COMPANY 


PROXY STATEMENT 


SOLICITATION AND VOTING RIGHTS 


The proxy that accompanies this proxy statement is being solicited by and on behalf of the manage- 
ment of Reserve Oil and Gas Company, a California corporation (“Reserve”), for use at the adjourned 
annual meeting of shareholders to be held on April 25, 1968, at the place and for the purposes set forth in 
the accompanying notice of adjourned annual meeting of shareholders, and at any adjournment or 
adjournments thereof. In addition to solicitation of proxies by mail, certain officers, directors and employ- 
ees of Reserve, none of whom will receive additional compensation therefor, may solicit proxies by tele- 
phone, telegram, or by personal contact. All expenses in connection with solicitation, including postage, 
printing and handling, and the actual expenses incurred by brokerage houses, custodians, and nominees 
and fiduciaries in forwarding proxy material to beneficial owners, will be paid by Reserve. 


As of March 8, 1968, there were 4,705,535 shares of Reserve Common Stock, 27,122 shares of 
Reserve Series A Preferred Stock, and 107,338 shares of Reserve Series B Preferred Stock, issued and 
outstanding, including treasury shares. 


The holders of all classes of stock of the Company (Series A Preferred, Series B Preferred and 
Common, voting together as a group) may vote for the election of the Board of Directors (Proposal No. 
1), and each share is entitled to one vote. Each shareholder will be entitled to vote his shares cumulatively, 
which means that he will be entitled to as many votes as he has shares of stock multiplied by the number 
of directors to be elected, and he may cast all such votes for a single director, or may distribute them 
among the number to be voted for, or any two or more of them, as he sees fit. 


The holders of all classes of stock of the Company (Series A Preferred, Series B Preferred and 
Common, voting together as a group) may vote upon the approval of the Selected Employees’ Stock 
Option Plan—1968 (Proposal No. 2), and each share is entitled to one vote. A favorable vote of not 
less than a majority of all classes (voting as a group) is required for the approval of the Selected 
Employees’ Stock Option Plan—1968. 


The holders of all classes of stock of the Company (Series A Preferred, Series B Preferred and 
Common, voting together as a group) may vote upon the approval of the Agreement and Plan (Proposal 
No. 3), and each share is entitled to one vote. A favorable vote of not less than a majority of all classes 
(voting as a group) is required for the approval of the Agreement and Plan. 


Shares may be voted either in person or by proxy. Only shareholders of record at the close of 
business on March 8, 1968, will be entitled to vote. The person giving the enclosed proxy may revoke it 
at any time prior to its effective use. 


The accompanying proxy will be voted at the meeting, or any adjournment or adjournments thereof, 
as directed in respect of (a) election of the Board of Directors, (b) the approval of the Selected 
Employees’ Stock Option Plan—1968, and (c) the approval and adoption of the Agreement and Plan 
of Compromise and Reorganization dated as of March 1, 1968 (the “Plan’), between Reserve and 
Fargo Oils Ltd. (“Fargo”), set forth in Exhibit 1. If no direction is indicated, the proxy will be voted 
for (1) election of the nominees of the management for directors, (2) approval of the Selected Employees’ 
Stock Option Plan—1968, and (3) approval and adoption of the Agreement and Plan. 


The management is not aware at this time of any other matters that may be presented to the meet- 
ing, but in the event that any other matters should come before the meeting for action, including, but not 
limited to, a motion to adjourn, the enclosed proxy will be voted in such manner as a majority of the 
named proxies shall determine in their discretion. 


In the event that one or more persons, other than the management nominees, are nominated as 
candidates for directors, the enclosed proxy may be voted in favor of any one or more of the manage- 
ment nominees to the exclusion of the others and in such order of preference as a majority of the desig- 
nated proxies may determine in their discretion. In the event one or more of the management nominees 
is or will be unable or unwilling to serve for reasons unknown at the date of this proxy statement, one 
or more other persons may be nominated and the enclosed proxy voted in favor of any one or more of 
the management nominees to the exclusion of the others and in favor of such substitute nominee or 
nominees in such order of preferment as a majority of the named proxies may determine in their dis- 
cretion. In any event, the shares represented by the proxy will be voted for the election of directors unless 
direction is given to the contrary in the proxy. 


PROPOSAL 1 


ELECTION OF DIRECTORS 


Nine (9) directors are to be elected at the meeting, each to hold office for a term of one (1) year 
and thereafter until their successors are elected and qualified. There is one vacancy in the Board which 
management intends to fill at some future date, but for which no nominee has been selected. The proxies 
solicited hereby will not be voted to fill such vacancy. The following-named nominees of the management 
are presently directors of the Company, and, except as hereinafter stated, the enclosed proxy will be 


voted in favor of their election as directors. 
Equity Securities 


Wear Owned Beneficially 
First as of January 31, 1968+ 
Principal Occupation and Position Elected Preferred 
Name of Nominee with the Company Director Common Series B 
Newton Tet Bass ie ol ee Noes Chairman of the Board. April 450,768@) 11,130@ 
1966 j 
Clinton’ Ea Pourrette@) o.. eeee Partner of LaTourrette & Co., Fi- 1958 5,956.5@) None 
nancial Consultants, Director. 
HowardeG, Pylori st eee Petroleum Investments, Director. 1962 2,000 None 
John® Ra McMillan ce Director, President, and Chief Exec- 1963 4,100 None 
utive Officer. 
Marco" Hellman ee ee Senior Partner of J. Barth & Co. ° 1964 20,600@) None 
Investment Bankers, San Francis- 
co, Director. 
Joseph? Aw Balle: econ octet Partner, Ball, Hunt, Hart and Brown, April 46,660© None® 
Attorneys, Director. 1966 
Llewellyn Bixby 0) te ee President of Bixby Land Company, April 10,384 1,242 
Director. 1966 
Waltensi, Cramer trices eee eee Vice President and Director. April 23,136®@ 1,306@ 
1966 
Biavjen Westlund oe eee ee Retired Businessman, Director. April 858,181@ 16,859@ 
1966 


+ None of the Directors hold shares of the Company’s Series A Preferred Stock, or 614% Convertible Subordinated 
Debentures due December 15, 1992. 
@ Does not include the following shares, beneficial ownership of which is disclaimed by Mr. Bass: 
(a) 1,718 shares of Common Stock and 81 shares of Series B Preferred which are held by Frances A. Bass, 
wife of Mr. Bass; 
(b) 1,028 shares of Common Stock and 52 shares of Series B Preferred which are held by Frances A. Bass 
as Custodian for the two minor children of Mr. and Mrs. Bass; 
(c) 37,236 shares of Common Stock and 1,856 shares of Series B Preferred which are held by Mr. Bass and 
Virginia W. McConkey, Trustees of the Leann Bass Brauch Trust: No. 1; or 
(d) 8,988 shares of Common Stock and 448 shares of Series B Preferred which are held by Mr. Bass and 
Norman Rasmussen, Trustees of the Eric Bass Family Trust. 
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@® Of the shares owned beneficially by Mr. LaTourrette 3,589 shares are owned by LaTourrette & Co., a partnership in 
which Mr. LaTourette is a partner owning a 50% interest and 8,188 shares are owned by Pacific Capital Corporation, 
all of the capital stock of which is owned by LaTourrette & Co. 


® Does not include 9,012.5 shares owned by Elizabeth LaTourrette, wife of Mr. LaTourrette, or 1,435 shares owned by 
Mr. and Mrs. LaTourrette as Trustees for Brkt son, Peter LaTourrette. Mr. LaTourrette disclaims that he is the 
beneficial owner of these shares. 


® Does not include 23,000 shares owned by Ruth K. Hellman, wife of Mr. Hellman. Mr. Hellman disclaims that he is 
the beneficial owner of these shares. 


® Does not include 814 shares of Common Stock and 26 shares of Series B Preferred which will be owned by Elinor 
Ball, wife of Mr. Ball. Mr. Ball disclaims that he is the beneficial owner of these shares. 


Includes 257 shares of Common Stock and 13 shares of Series B Preferred owned by Mr. Cramer and his father, 
Walter E. Cramer, Sr., as joint tenants. Does not include 257 shares of Common Stock and 13 shares of Series B 
Preferred owned by Wesley N. Cramer, son of Mr. Cramer, and a like amount by Linda J. Cramer, daughter of 
Mr. Cramer. Mr. Cramer disclaims that he is the beneficial owner of these shares. 


@ Does not include 154,080 shares of Common Stock and 7,680 shares of Series B Preferred Stock owned by Dorothy 
R. Westlund, wife of Mr. Westlund. Mr. Westlund disclaims that he is the beneficial owner of these shares. 


Each of the directors has served continuously since the date first elected a director. For more than 
five years prior to their election as directors of the Company, Mr. Newton T. Bass had been President, 
director and Chief Executive Officer of Apple Valley Building and Development Company (acquired by 
the Company in 1966); Mr. B. J. Westlund had been a director and major shareholder of Apple Valley; 
and Mr. Walter E. Cramer, Jr., had been an officer and director of Apple Valley, devoting his full time 
to its management; Mr. Joseph A. Ball had been a director of Apple Valley and was and is a partner of 
Messrs. Ball, Hunt, Hart & Brown, attorneys at law, Long Beach, California. Mr. Llewellyn Bixby, Jr., 
in addition to being President of Bixby Land Company for more than five years prior to his first election 
as a director of the Company, had been President and a director of Long Beach Dock and Terminal 
Company (acquired by the Company in 1966). Mr. Howard C. Pyle at the present time is engaged in 
petroleum investments. From 1961 to 1967 he was a partner in Lacal Petroleum Company. Messrs. Marco 
F. Hellman and Clinton LaTourrette have been principally employed in the occupations shown above 
during the past five years. Mr. John R. McMillan, President, director and Chief Executive Officer of the 
Company since 1963, was an officer of Humble Oil & Refining Company and of Monterey Gas Trans- 
mission Company from 1961 through 1963. 


Further information concerning the shareholdings of certain of the directors of the Company is 
set forth herein under the caption “Management of the Company’”—“Principal Holders of Equity Secu- 
rities”. See also caption “Management of the Company”—“Interest of Management and Others in Certain 
Transactions.” 


Remuneration of directors and officers is set forth herein under the caption “Management of the 
Company”—‘“‘Remuneration of Directors and Officers.” See also herein caption “Management of the 
Company”—“Principal Holders of Equity Securities.” 


PROPOSAL 2 


APPROVAL OF SELECTED EMPLOYEES’ STOCK OPTION PLAN—1968 

The management will present to the meeting for approval a Selected Employees’ Stock Option Plan— 
1968 (the “Option Plan”), adopted by the Board of Directors at a meeting held on March 5, 1968. This 
Option Plan provides for the granting to key employees of options to purchase Common Stock of the 
Company. 

By its action at the meeting on March 5, 1968, the Board of Directors established a Selected 
Employees’ Stock Option Plan—1968 subject to approval by the holders of a majority of the outstanding 
shares of stock of the Company, a copy of which is attached to this Proxy Statement as Exhibit 2. The 
purpose of the Option Plan is to provide a means whereby key employees of the Company and its affiliates 
(including Officers and Directors who are employees) may be given an opportunity to purchase shares 
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of the Common Stock of the Company under options which will qualify as “qualified stock options” under 
Section 422 of the Internal Revenue Code as it is now in effect or as it may hereafter be amended from 
time to time. 


Such options may be granted under the Option Plan from time to time enabling key employees of the 
Company to whom options are granted to purchase an aggregate of not more than 100,000 shares of 
the Company’s Common Stock ($1 par value). If an option is surrendered or for any other reason 
ceases to be exercisable in whole or in part, the shares which were subject to such option, but as to 
which the option had not been exercised, shall continue to be available under the Option Plan. 


The maximum number of shares for which an option or options may be granted under the Option Plan 
to any employee during any period of five years shall be 15,000. 


The Option Plan provides that it shall be administered by a committee of not less than three Directors 
of the Company, to be appointed by the Board of Directors. No member of the committee is eligible to 
receive an option. A majority of the committee shall constitute a quorum. The committee may from time 
to time determine which employees of the Company or of its affiliates shall be granted options under the 
Option Plan and the number of shares for which an option or options shall be granted to each such 
employee. 


Each option is to be evidenced by a written Stock Option Agreement under which the option price 
shall be the reported highest price of the Company’s shares on the American Stock Exchange on the day 
the option is granted, or if no sale of the Company’s stock shall have been made on such Exchange on 
that day, on the next preceding day on which there was such a sale. 


The period for exercising an option shall be the period beginning twelve months from the date on 
which the option is granted and ending on a date determined by the committee, but in no event on a 
date later than five years from the time the option is granted, except that (i) if an optionee ceases to 
be an employee of the Company or an affiliate for any cause other than death during the option period, 
the option shall be exercisable only prior to the end of the three-month period following termination of 
employment or prior to the end of the option period, whichever shall first occur, provided that if 
termination is for cause, the option shall terminate on the date of termination of employment; and (ii) 
if an optionee dies during the option period, the option shall only be exercisable by the estate of the 
optionee (or by such person who acquired the right to exercise the option by bequest or inheritance or 
by reason of the death of the optionee) prior to the end of the twelve-month period following death 
or prior to the end of the option period, whichever shall first occur. 


If there shall be any change in the shares subject to the Option Plan, or in any option granted there- 
under, through merger, consolidation, reorganization, recapitalization, reincorporation, stock dividend or 
other change in corporate structure, appropriate adjustments shall be made by the committee in the aggre- 
gate number of shares subject to the Option Plan, the maximum number of shares for which options may be 
granted to any one employee and the number of shares and the price per share subject to outstanding options 
in order to preserve, but not to increase, the benefits of the optionee; provided, however, that subject 
to any required action by the shareholders, if the Company shall not be the surviving corporation in any 
merger, consolidation or reorganization, every option outstanding thereunder shall terminate, unless the 
surviving corporation shall (subject to applicable provisions of the Internal Revenue Code) substitute 
a new option therefor or assume (with appropriate changes) the existing option. If the option shall 
terminate by reason of such merger, consolidation or reorganization, then, notwithstanding the option 
period, the option may be exercised, in whole or in part, by the optionee at any time prior to or con- 
currently with consummation of such merger, consolidation or reorganization. The committee may 
include in the Stock Option Agreement more detailed provisions with respect to such adjustments. 


In consideration of the granting of the option, the optionee shall agree (i) to remain in the employ 
of the Company or an affiliate for a period of at least one year after the option is granted, subject to 
the right of the Company or such affiliate to terminate his employment at any time for any reason 
whatsoever; (ii) that during the lifetime of the optionee the option shall be exercisable only by the 
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optionee and shall not be transferable except by will or the laws of descent and distribution; and (iii) in 
the discretion of the committee, that such optionee, and each person who shall exercise such option, 
shall represent that any and all shares purchased pursuant to such option will be purchased for investment 
and not with a view to the distribution or resale thereof. 


The Company is advised by counsel that if an optionee under the Option Plan meets the holding 
requirements of Section 422 of the Internal Revenue Code as to shares purchased on the exercise of an 
option granted under the Option Plan (i.e., three years after exercise of the option) the Company will be 
entitled to no federal income tax deduction in connection with the issuance or exercise of the option and the 
optionee will not receive income for federal income tax purposes but will, upon the sale of the shares so 
purchased, be taxed at the capital gains rate on any amounts realized by him in excess of the option price or 
will be entitled to a capital loss on any loss sustained by him as the result of such sale. If the employee sells 
the stock within three years after exercise of the option then the employee will realize ordinary income 
up to the lesser of (i) gain measured by the difference between what he paid for the stock and what he 
sold it for, or (ii) the spread between the option price and the value of the stock at the time he exercised 
the option. If his gain is more than the spread, the excess of gain over the spread will be capital gain, 
either short-term or long-term depending on his holding period of the stock. 


No determination has been made with respect to whom the qualified stock options may be granted 
pursuant to the Option Plan. Persons to whom qualified stock options may be granted pursuant to the 
Option Plan may include officers of the Company, and in the case of one officer presently holding a 
restricted stock option, such qualified stock options may be granted at a lower option price. However, in 
such case, such qualified stock option cannot be exercised until the previously granted restricted stock 
option is fully exercised or lapsed or cancelled without loss of the tax benefit which would otherwise result 
therefrom. 


é The closing price of the Company’s Common Stock on the American Stock Exchange on March 27, 
1968, was $12.00 per share. 


With respect to stock options heretofore granted by the Company, see “Management of the Com- 
pany”—‘“Stock Options,” and Note 11 to “Notes to Financial Statements—Reserve” appearing else- 
where in this Proxy Statement. 


PROPOSAL 3 


DESCRIPTION OF THE PLAN 
General 


Under the Plan, which the shareholders of the Company are asked to approve, Fargo agreed to enter 
into an Arrangement with its shareholders under the provisions of which all the outstanding shares of 
Fargo, other than those held by Reserve, would be exchanged for Common shares of Reserve, par value 
$1 per share, in the ratio of 43/100ths share of Reserve for each one share of Fargo (i.e., 43 shares of 
Reserve Common for each 100 shares of Fargo Common). No fraction of a share of Reserve will be 
issued but on the first business day following the effective date of the Arrangement, the aggregate of 
all fractional interests will be sold on the American Stock Exchange and the net proceeds paid as 
promptly as practicable to the Fargo shareholders entitled thereto. Following completion of this share 
exchange, Fargo will become the wholly-owned subsidiary of Reserve and shall be amalgamated with 
Reserve at such time as such considerations as income tax and contractual obligations make such action 
convenient and desirable. The full terms of the Arrangement are set forth in Schedule “A” to the Plan. 


If the Plan is consummated, the present (March 8, 1968) shareholders of Reserve will hold 4,705,535 
shares of Reserve Common Stock, including treasury shares (with 73,250 shares reserved for issuance 
upon exercise of stock options, and 1,242,661 shares reserved for issuance upon conversion of Reserve 
Series A Preferred Stock, Reserve Series B Preferred Stock and Reserve’s $14,000,000 of 614% 
Convertible Subordinated Debentures due December 15, 1992), and the present (March 1, 1968) Fargo 
shareholders (other than Reserve and assuming there are no dissenting Fargo shareholders) will hold 
2,669,894 shares of Reserve Common Stock. 
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Determination of Exchange Ratio and Expenses 


Because four of the seven directors of Fargo are also directors of Reserve, the exchange ratio could 
not be negotiated in an arm’s length transaction. Accordingly Reserve engaged Lehman Brothers, One 
William Street, New York, New York 10004, internationally known investment bankers, and Fargo 
engaged Richardson Securities of Canada, Winnipeg, Manitoba, Canada, investment bankers, to recom- 
mend the exchange ratio under the Plan and Arrangement and their recommendations have been accepted 
by the directors of Reserve and Fargo. Pertinent factors considered by Lehman Brothers and Richardson 
in arriving at the exchange ratio include past performance and growth prospects of Reserve and Fargo; 
assets, liabilities and earnings of Reserve and Fargo; price ranges of Common Stock of Reserve and 
Fargo; analyses of future recoverable hydrocarbons, and present worth thereof, of Reserve and Fargo; 
analyses of present worth of unexplored (wildcat) acreage owned by Reserve and Fargo; and analysis 
of present worth of real estate holdings of Reserve. 


For the services of Lehman Brothers in this matter Reserve paid it $20,000. For the services of 
Richardson Securities of Canada in this matter Fargo paid it $10,000. 


No compensation or commissions are to be paid in connection with the Plan and Arrangement. 
Expenses of Fargo will be paid by Fargo and expenses of Reserve will be paid by Reserve. 


Description of the Arrangement 


The Plan and Arrangement must be ratified and approved by a majority of the shareholders of 
Reserve (Series A Preferred, Series B Preferred and Common voting as a group), and by the affirmative 
vote of a majority in number representing three-fourths of the shares voted, either in person or by proxy, 
at a special meeting of shareholders of Fargo called for that purpose. A quorum at the Special Meeting of 
Fargo consists of not less than two shareholders present in person or represented by proxy holding not less 
than 10% of the issued and outstanding shares of Fargo. Reserve is the owner of 2,310,626 common 
shares of Fargo and intends to vote those shares in favor of ratifying the Plan and agreeing to the 
Arrangement. In the event that the Plan is ratified by the shareholders and the Arrangement is agreed 
to by the required affirmative vote, it is contemplated that application will be made by Fargo to a Judge 
of the Supreme Court of Alberta under the provisions of Sections 139 and 140 of The Companies Act of 
Alberta for an order sanctioning the Arrangement subject to such disposition with respect to dissenting 
shareholders as the Court may direct. 


Under the terms of the Arrangement, it is contemplated that it will be effective on the thirtieth day 
after the date of the Order of the Court sanctioning the Arrangement, unless the Arrangement is 
terminated as hereinafter set forth. Following sanction by the Court of the Arrangement, Reserve has 
undertaken to issue to Guaranty Trust Company of Canada, as trustee for the former Fargo shareholders, 
sufficient shares to enable Fargo to carry out the terms of the Arrangement, provided the following 
conditions have been met and satisfied: 


1. A ruling or opinion of counsel that the shares distributed as a result of the Arrangement are 
not subject to the Interest Equalization Tax imposed under the Interest Equalization Tax Act of the 
United States of America. 


2. An authorization, exemption or specific license be obtained by Reserve from the Director, Office 
of Foreign Direct Investments, Department of Commerce, United States of America, if such shall be 
required by Executive Order No. 11387 and Regulations issued thereunder. 


3. Listing (on notice of issuance) on the American and Pacific Coast Stock Exchanges of the 
shares of Reserve required for completion of the Arrangement. 


4. An opinion of counsel that the issuance of the shares of Reserve required for completion of the 
Arrangement is exempt from registration under the Securities Act of 1933, as amended, of the United 
States of America, or that a registration statement under said Securities Act shall have become effective 
with respect to said shares and that the issuance of such shares is exempt from registration under the 
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security laws of the Provinces of British Columbia, Alberta, Saskatchewan, Manitoba, Ontario and 
Quebec. 


5. Certain other conditions more particularly set out in the Plan. 


Provision for Fargo Options 


Reserve has undertaken to make available a sufficient number of shares of its Common Stock to 
satisfy the requirements of any options of Fargo to be allotted under Fargo’s stock purchase plan to 
employees covering their earnings for the year 1968. This would require the issue of a maximum of 
3,186 Reserve Common shares. 


Rights of Dissenting Shareholders 
RESERVE SHAREHOLDERS. 


Upon approval of the Plan by a majority of the shareholders of Reserve, no shareholder of Reserve 
has any appraisal rights or other rights of dissent with respect to the Plan. 


Farco SHAREHOLDERS. 


If the Arrangement is agreed to by the requisite majority of the shareholders of Fargo, as provided 
for by Section 139 of The Companies Act and as outlined above, then, as soon as possible after the 
expiration of seven days from the date upon which the shareholders of Fargo agree to the Arrangement, 
Fargo will apply to the Court for an Order sanctioning the Arrangement; and if any shareholder of 
Fargo who did not vote in favor of the Arrangement shall, within the said period of seven days, have 
expressed his desire to dissent therefrom by a notice in writing addressed to Fargo and sent to or left 
at its registered office, such notice shall be brought to the attention of the Court on the said application 
and Fargo shall give notice to such shareholder of any direction made by the Court. 


The failure of a Fargo shareholder to vote against ratification of the Plan does not constitute a waiver 
of his right as a dissentient. However, whether the Fargo shareholder votes against ratification of the Plan 
or does not vote at all, such shareholder must, within seven days after the Fargo shareholders’ meeting, 
send to or leave with Fargo, at its head office, a written notice of his desire to dissent from the Plan. 


Upon consummation of the Plan and Arrangement (a) all holders of certificates representing shares 
of Fargo shall cease to be shareholders of Fargo (other than Reserve) and their names shall be removed 
from the register of shareholders; (b) Reserve shall become and be the sole shareholder of Fargo, its 
name shall be entered in the register of shareholders of Fargo as such, and it shall be entitled to receive a 
share certificate or certificates representing such shares of Fargo; (c) each certificate formerly representing 
shares of Fargo held by the former shareholders of Fargo (other than Reserve) shall thereafter represent: 
(i) in the case of a former shareholder of Fargo who does not dissent from the Arrangement, the right 
upon surrender of his certificate to Guaranty Trust Company of Canada, Calgary, Alberta, Canada, on or 
before July 31, 1968 (or such later date as is provided for in the Arrangement), and upon payment 
of all applicable transfer taxes and transfer fees, to require Guaranty Trust Company of Canada (1) 
to transfer to such holder the number of whole shares of Reserve Common Stock to which the holder is 
entitled under the terms of the Arrangement, and (2) to account to such holder for any fractional share 
of Reserve Common Stock to which such holder would be entitled under the terms of the Arrangement; 
and (ii) in the case of a former shareholder of Fargo who dissents from the Plan the right upon the 
surrender of his certificate to Guaranty Trust Company of Canada to receive from Fargo such award 
as may be made to such former shareholder by or as a result of any direction of the Supreme Court 
of Alberta in sanctioning the Plan. 


Termination of Plan 


The Plan may be terminated for various causes therein set forth, including, without limitation, the 
failure of either Reserve or Fargo to perform conditions precedent to consummation of the Plan or if 
the number of shares of Fargo effectively dissenting from the Plan shall exceed five per cent of the 
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outstanding shares of Fargo, or if the amount in cash or other consideration, if any, required by the 
Court to be given by Fargo to such effectively dissenting shareholders shall exceed certain percentages of 
fair market value of Fargo’s assets, cash and readily realizable assets or such amount which, in Reserve’s 
judgment, would so adversely affect Fargo’s operations or financial position as to warrant the termina- 
tion of the Plan. Reserve, however, may waive such rights of termination. In the event of termination 
of the Plan, neither party shall have any liability to the other. 


Tax Status : 

Reserve, Fargo and a shareholder of Fargo have applied for rulings from the United States Internal 
Revenue Service (a) that under Section 367 of the Internal Revenue Code the exchange of Fargo shares 
for Reserve shares “. . . is not in pursuance of a plan having as one of its principal purposes the avoid- 
ance of Federal income taxes”, and (b) that under Sections 368(a)(1)(B) and 354(a) (1) of the Code, 
a Fargo shareholder will not, by reason of the exchange, recognize any gain or loss for United States 
federal income tax purposes, except with respect to any cash payment for a fraction of a share. 


If an unfavorable ruling is received under Section 367 of the Internal Revenue Code, the exchange, 
in the opinion of Morrison, Foerster, Holloway, Clinton & Clark, counsel for Reserve, will be a taxable 
transaction; and a Fargo shareholder subject to United States income tax will have 1968 taxable income 
or loss in an amount equal to the difference between the tax basis of the Fargo stock surrendered and 
the fair market value on the Closing Date of the Reserve stock received; and, assuming the Fargo stock 
is a capital asset in the hands of the shareholder, his gain or loss will be taxable as long-term capital gain 
or loss if the holding period for his Fargo stock was more than six months and short-term capital gain 
or loss if the holding period for his Fargo stock was not more than six months. Based upon the large 
number of shareholders of Fargo from December 31, 1962 to date, it appears reasonable to conclude 
that Fargo has not been since that date, and will not be at the time of the exchange, a “Controlled For- 
eign Corporation” as that term is defined in Subpart F (Sections 951-964) of the Code, and, therefore, 
the special provisions of Section 1248 of the Code are not applicable to the exchange. 


If a favorable ruling is received under Section 367 of the Internal Revenue Code but an unfavorable 
ruling received under Sections 368(a)(1)(B) and 354(a)(1) with respect to the tax-free aspect of the 
exchange, or if the application for such ruling be withdrawn in order to prevent an adverse ruling, the 
Fargo shareholder will not be precluded from contesting the taxability of the exchange before the Internal 
Revenue Service or in the courts; and in the opinion of said counsel for Reserve, such shareholder would 
have a reasonable chance for success. 


The obtaining of such favorable ruling or rulings is not a condition to consummation of 
the Plan and the exchange contemplated thereby. 


DESCRIPTION OF RESERVE OIL AND GAS COMPANY (THE “COMPANY” 
OR “RESERVE”) AND OF FARGO OILS LTD. (“FARGO”) 
The capitalization of Reserve and Fargo, the business and properties of each, and other pertinent 
information, including remuneration of officers and directors, follows: 


NOTE: Unless otherwise indicated, all dollar figures with respect to Reserve are expressed in 
United States dollars, and all dollar figures with respect to Fargo are expressed in 
Canadian dollars. The Canadian dollar is presently selling at a discount of approxi- 
mately 8% from the United States dollar. 


Capitalization Table CET Au IC eTION 


The following table sets forth the capitalization of the Company and Fargo at December 31, 1967, 
and their pro forma combined capitalization giving effect to the proposed exchange of Reserve shares 
for Fargo shares assuming all Fargo shareholders, other than Reserve, elect to exchange their shares. This 
table should be read in conjunction with its notes and with the pro forma combined condensed balance 
sheet and related notes included elsewhere in this Proxy Statement. 


Pro Forma 
Title The Company Fargo Combined 
Debt :® 
The Company : 
Various secured and unsecured indebtedness...... $ 464,139@ $ 464,139 
61%4% Convertible Subordinated Debentures due 
Decenbers 05 01992 see ewes oe... ee 14,000,000® 14,000,000@ 
Fargo: 
5% installment notes (unsecured)........-........-..-- $404,399@ 404,399@ 
Capital Stock : 
The Company : 
Preferred Stock, par value $25: 
IAMNOFI Zed Reet ee ee 400,000 shs. 400,000 shs. 
Outstanding : 
5%4% Cumulative Convertible (Voting) 
Series CAyae se eee Bet nl eae 28,600 shs. 28,600 shs. 
51%4% Cumulative Convertible (Voting) 
Series! Bice ees ee ert OF | Baio 105,796 shs.© 105,796 shs.© 
Common Stock, par value $1: 
Authorized. S27... xcs te sea ues eh 15,000,000 shs. 15,000,000 shs. 
RMatstand wia vas des ert oe Brin hice yes 4,512,587 shs. ©© 7,185,307 shs. ©©@ 
Fargo: 
Ordinary Common shares, par value $1: 
(Authorized 9,000,000 shares) 
@iststandi tig aence Reena ee ey 8,519,682 shs.® 
NOTEs: 


@® In all cases includes portion due within one year. See Note 7 to “Financial Statements—Reserve” for details with 
respect to the Company’s debt. 

@ This amount consists of promissory notes secured by eight deeds of trust on improved and unimproved real property 
aggregating $148,837 with interest ranging from 6% to 7.2%; a promissory note of $116,400 with interest of 514% 
secured by the Company’s interest in a natural gasoline plant; two unsecured promissory notes aggregating $43,333 at 
6% interest; Cumulative 514% Debentures, due October 15, 1971, aggregating $139,400; and a City of Victorville, 
California, street assessment of $16,169 at 6% interest; all of this debt ranks prior to the 614% Convertible Subordi- 
nated Debentures. Reference is made to “Description of Debentures—Subordination” for information concerning 
future debt of the Company. 

@® By February 29, 1968, $2,096,000 in principal amount of these debentures had been retired by conversion thereof into 
159,586 shares of Common Stock of Reserve. 

@ Includes portion due within one year; payable in equal installments on the first day of July in each of the years 
1968 to 1970. 

® Does not include 2,435 shares of Series B Preferred Stock and 20,387 shares of Common Stock, respectively, held in 
the treasury. 

Does not include 341,806 shares of Common Stock reserved for issuance upon conversion of the Company’s Series A 
and Series B Preferred Stock, 1,066,666 shares reserved for issuance upon conversion of the Company’s 614% Con- 
vertible Subordinated Debentures, due December 15, 1992, or 80,000 shares of Common Stock reserved for issuance 
upon exercise of stock options granted or to be granted. 

@ Gives effect to the issuance of the maximum of 2,669,894 Common shares of the Company in exchange for all the 
Common shares of Fargo outstanding at December 31, 1967, assuming no Fargo shareholder dissents from the Plan; 
but does not include Common shares of the Company which may become outstanding after December 31, 1967, and 
prior to the Closing Date under the Plan in the event of the conversion of Series A Preferred Stock, Series B 
Preferred Stock, 614% Convertible Subordinated Debentures, or exercise of outstanding stock options of the Com- 
pany, but does give effect to the issuance of Common shares of the Company upon exercise of outstanding Fargo 
stock options. Assuming all shares of Series A Preferred Stock, Series B Preferred Stock and all Debentures of the 
Company were converted and all outstanding stock options of the Company exercised, 1,488,461 additional shares of 
Common Stock of the Company would be outstanding. 

Does not include 2,826 shares subject to Fargo’s stock option plan all of which were exercised prior to February 29, 
1968. See Note 7 to “Financial Statements—Fargo.” 

® All Fargo shares outstanding will be owned by the Company. 
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COMPARATIVE DATA 
Range of Security Prices (in U.S.$) 

The following tabulation shows the price range of the Common Stocks of the Company and Fargo 
during the period January 1, 1963, through February 29, 1968. The prices shown for the Company through 
the third quarter of 1967 were on the Pacific Coast Stock Exchange; thereafter, on the American Stock 
Exchange, on which the Company’s Common Stock commenced trading on August 29, 1967. The prices 
shown for Fargo through the entire period were on the American Stock Exchange. 


The Company Fargo 
anes vaca piss Low 

he, 6X Re) er oe me ne eee 11% 7% 2% 1% 
W964i ss eee eee 8% 5% 3% 2% 
ROG Se ares peaches 9% 5% 35% 2% 
TOCG ae a etn eraationneee 

Ist quarter... ee Se 8% 6% 33% 25% 

ZINC UAT COL sccsarn saree cece cee a 534 35% 25% 

Std (quarter ee RY, 434 3% 2% 

Ath quartets. Stiletto 5¥% 4%, 3 2% 
1967 5. eee ek eee 

Act Guarter ios. t ees 7% 4Y, 3% 2% 

BUC QUATTOE -ocace teats 8% 6% 56 21544 

SI CUAStEr <n es eee 10% 7 5% 356 

4th quarter’. Se eee 1434 9 7% 3114, 
1968 (through February 29)... 1934 13% 7H 5% 


Earnings Per Share 

Reserve’s historical earnings per share have been computed on the weighted average number of its 
shares of common stock outstanding during 1967 (this number being not significantly different from the 
equivalent number of shares outstanding at other dates during the periods shown, after allowance for 
shares issued in connection with companies acquired on the basis of poolings-of-interests). Fargo’s his- 
torical earnings per share have been computed on the number of its shares outstanding at the end of the 
respective periods. 

Pro forma earnings per share of the combined companies are based on the earnings shown in the 
pro forma combined statement of income, and on the numbers of shares indicated in Note @ below. The 
pro forma combined earnings per share attributable to each share of Fargo stock are based on an exchange 
of each such share for .43 shares of Reserve’s common stock, as described elsewhere herein. 


Reserve@®: 1963 1964 1965 1966 1967 
Historical : 
Income before extraordinary items: 
Amount attributable to production payment income®.... $.05 $.20 $.16 $.26 $.31 
Other ee ee eee eee OS (.07) 14 _-08 _-03 
elo [pee lly aR ORE RS EE LC ol ad et AUS 13 .30 34 34 
Extraordinary Items). <n. ccc cece ccnce e OS 10 15 02 05 
Nettincomess.22 ssh to ee 11 .23 AS 36 39 


Pro forma combined@®: 
Income before extraordinary items (including production 


paymentiincome) i ccsce se cet ee 14 .26 29 31 
Extraordinary items Aue RRs eR he 02 06 09 02 .03 
Net® income i622 a ee eee) Gale .20 35 31 

Pro forma combined—adjusted@@® : 
Income before extraordinary items (including production 

payment’ income) 2.2222 20 $.20 
Extraordifidry. 1tems’2 2's OS Se ee 03 
Net: 19 Conn 53. wsescscccrcoccecencaia soca ta ee ee 23 
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Fargo: 1963 1964 1965 1966 1967 
Historical net income (Canadian dollars) : 
Amount attributable to production payment income 


($B arwo's Note 3) cece eer res Par ae ca . $.09 $.09 $.10 $.10 $.11 
1 os ee cenit ol 1 aco Lae ane Sone allihas aes aan (03) (02) (02) Se tis 
gh Woy 1 ep eal 28 Fd i, RO A a elo cise, 100 07 08 10 All 


Pro forma combined attributable to .43 shares of Reserve's 
common stock@@@®: 


Income before extraordinary items (including produc- 


duction paytnent income) essere ce seeascecarsaes 04 06 oll 12 .14 
Mixtraorditiary. tems yer eases cree eases ace se ecbctccenn = 301 03 04 01 01 
Net income ......... ee DERI Mick eens YOK .09 Als 13 15 


Pro forma combined—adjusted—attributable to .43 shares of 
Reserve’s common stockM@@@®: 
Income before extraordinary items (including produc- 


duction: Paymient/sncomie)) issn toes nce esn sees mnnalsoseoncoee ey $.09 
Extraordinary: items pee er a 01 
Nett income 22: 20 eee mer ome id be eee ve? és 10 


NOTEs: 


@) See Note (e) to Reserve’s Statement of Income, elsewhere herein, for information concerning deductions for pre- 
ferred stock dividends. 


@ Computed on the weighted average number of shares of Reserve’s common stock outstanding during 1967 (this 
number being not significantly different from the equivalent number of shares outstanding at other dates during the 
periods shown, after allowance for shares issued in connection with companies acquired on the basis of poolings-of- 
interests) ; plus 2,669,894 shares which would be received by Fargo shareholders (other than Reserve) assuming they 
all elect to exchange their shares; and after appropriate deduction for annual dividends on Reserve's preferred 
stocks. There would have been no material effect on pro forma net income per share if all convertible preferred 


stocks and debentures outstanding at December 31, 1967 had been converted in 1967 (and outstanding stock options 
had been exercised). 


@® Assumes (a) full year’s interest on the convertible debentures, (b) full year’s amortization of the excess of Reserve's 
cost over Fargo’s book value of the 27.1% interest in Fargo purchased by Reserve at the beginning of September 
1967, and (c) elimination of the 27.1% minority interest at the beginning of 1967. 


@ No dividends have been paid by either Reserve or Fargo on their common stock. Reference is made to Note 7 to 
Reserve’s financial statements included elsewhere herein for information on dividend restrictions. 


® See Note 3 to the pro forma combined condensed balance sheet shown elsewhere herein for information concerning 


combination of Fargo’s financial statements expressed in Canadian dollars with Reserve's financial statements 
expressed in United States dollars. 


@® See Statement of Income—Reserve (note (b)), elsewhere herein, for information concerning Reserve’s method of 
accounting for proceeds from the sale of production applied to production payments retained by others. 


At December 31, 1967, the Company had an operating loss carryforward of approximately $1,500,000 


which may be utilized to offset taxable income as follows: $1,500,000 through 1968, $900,000 through 
1969 and $60,000 through 1970. 


At December 31, 1967, Fargo had accumulated unrecovered development and exploration costs of 
approximately $1,413,000 (including $327,000 which can only be applied against future income of proper- 
ties acquired by Fargo in 1958 from Siebens Producers Ltd.) which, for Canadian income tax purposes, 
may be applied against future income to reduce or eliminate income taxes payable. In addition Fargo has 
$8,710,863 of Capital Cost Allowance which may thereafter be applied in further reduction or elimination 
of income taxes payable, at rates ranging from 4% to 30% of remaining balance of cost, depending upon 
the class of property involved. At December 31, 1967 $2,191,000 of such Capital Cost Allowance was 
available to Fargo. At December 31, 1967, Fargo also had loss carry forward of $270,563, which can only 
be deducted from income after elimination of all development and exploration costs. 
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Book Values Per Share 
The following tabulation shows the book values of Reserve’s shares of common stock and Fargo’s 


ordinary common shares at December 31, 1967 on both an historical and a pro forma basis. 


Reserve: Per Share 
Biistortcallly 22058. coo, seat ee Stas ae area ene ee $4.17 
Pro forma assuming conversion of all outstanding preferred stocks 

and convertible debentures, and exercise of all outstanding stock 
Pay 81009) 1 (anna EyCEs or PSE ene eri O55 2 2361! fs tiie ih aR eer ANTE 6.04 
Fargo—historical: (Canadian dollars )@ieon esters ttentecce-teertencereeteneeerteereeda== 1.48 
Reserve and I‘argo combined®@®: 
Pro forma without conversion of outstanding preferred stocks and 
convertible debentures, or exercise of outstanding stock options: 
As to each share of Reserve's common stock....-......-...-2:.cose-eeess 4.09 
As to each share of I'argo’s stock (the equivalent of .43 shares 
of ‘Reserve's istOck,\js esc. ceee cer eta eee 1.76 
Pro forma assuming conversion of all outstanding preferred stocks 
and convertible debentures, and exercise of all outstanding stock 
options: 
As to each share of Reserve’s common stock..........-2..---:c-sceeceeeeeee S25 
As to each share of I'argo’s stock (the equivalent of .43 shares 
OP IROSOIG ES) SHOCK teen eae eae ences eda baat ee tages 
Notes: 


@ Assuming all Fargo shareholders (other than Reserve) elect to exchange their shares for 
Reserve’s common stock. 

® Based on the common stockholders’ equity shown in the pro forma combined balance sheet 
elsewhere herein. 

@® See note 3 to the pro forma combined balance sheet shown elsewhere herein concerning 
combination of United States and Canadian dollar amounts. 


Comparison of Hydrocarbon Reserves At December 31, 1967 
Total proved developed Ene Goppay® ony pail 
Crude Oil, Condensate and Natural Gas Liquids, 
Barrels fees ee ere ee eet ee 14,516,873 18,926,854 33,443,727 
Natural (Gas oMcls or vac. ce eee es 80,314,299 111,474,455 191,788,754 
Sulphur, Long: Tons 2 s-.eeceteee eee ees — 980,216 980,216 


Total proved undeveloped 
Crude Oil, Condensate and Natural Gas Liquids, 

Barrelsiicicocicdnid ciate ees Meas ee cod Ae Bes 127,392 — 127,392 
NaturabiGsas) Mecha. 3 vei ee 7,166,720 20,398,597® 27 ,565,317®@ 
Sulphursiong “Eons pee see aes Ev eh — — 

Grand total—proved reserves 
Crude Oil, Condensate and Natural Gas Liquids, 


Barrels iio a chee icp re trie, Sern teem ria 14,644,265 18,926,854 33,571,119 
Natural\ Gas MCt (ics, 28 Reo sis Cony ay yaar) 87,481,019 131,873,052@ 219,354,071® 
Sulphur; Long Tons 25 2A EG eee ee, — 980,216 980,216 

Notes: 


® See letter of James A. Lewis Engineering, Inc., included elsewhere herein, which presents an analysis of the future 
recoverable hydrocarbons from the properties of the Company. 

@ See letter of James A. Lewis Engineering Co., Ltd., included elsewhere herein, which presents an analysis of the 
future recoverable hydrocarbons from the properties of Fargo. 

® Consists of shut-in proved developed gas reserves located in British Columbia. 

@® Includes shut-in reserves referred to in Note ®. 


It is estimated that an additional capital expenditure of $84,175 will be required to permit recovery of 
the total proved undeveloped reserves of the Company, and $1,260,300 to permit recovery of the total 
proved undeveloped reserves of Fargo. 
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STATEMENT OF INCOME—RESERVE 
The following statement of income of the Company for the five years ended December 31, 1967, 
which has been prepared on the basis outlined in Note (a) below, has been examined by Arthur Young 
& Company, certified public accountants, whose report thereon (which is based in part on the reports 
of other certified public accountants) appears elsewhere in this Proxy Statement. This statement should 
be read in conjunction with the other financial statements and related notes of the Company appearing 


elsewhere in this Proxy Statement. 


Revenues : 


Salesvotspetroleummproductsmee eee es 
Salesvo berealigestate J (Un) hgeseececee st te ere corse nace 
Gonimissronnconier (ly) memes ee ee we 


Interest and dividend income 


Othersincorniese re a ee eee oe ee se a nt LG 


Costs and expenses: 


Oil and gas and other operating expenses..................-.- 
(Costiofs realestate soldpeer Oh nee. went aie ees a 
Provision for loss on repOssessions ...........2--2+0-20-1-e----- 
Selling and administrative expenses............2.--00sescee----- 
DD GyshiGlencosts iter See ee Bue ed bere 8 eh os: 
Depletion, depreciation, and abandonments..................- 
interestsexpensene.h Fe eins BA. a hewn ds aay loeen, 
ederalsincome taxes uig)esccn ee ere eee 


Income before extraordinary items. ...............c.cecececeeeeeeeee- 


Extraordinary items (c) : 


Years Ended December 31, 
1963 1964 1965 1966 1967 
$3,432,312 $5,743,221 $ 5,616,704 $ 6,828,001 $ 7,307,777 
919,137 1,463,489 1,939,026 1,773,280 1,344,100 
1,650,349 1,681,703 1,576,320 1,815,346 1,654,239 
513,098 465,468 508,685 517,596 486,915 
215,643 104,476 627,759 409,723 528,895 


6,730,539 9,458,357 10,268,494 11,343,946 11,321,926 


1,444,642 2,143,845 2,315,867 3,138,906 3,537,922 
99,580 146,629 318,648 249,698 291,281 
402,809 313,240 254,930 451,469 418,048 
1,307,594 1,819,503 1,491,699 —-1,757,275 1,705,670 
343,925 25,209 20,163 65,529 28,961 
1,384,698 2,266,115 2,177,307 2,442,258 += 2,452,585 
476,318 1,373,006 1,368,993 1,265,720 —1,179,823 
712,064 597,390 775,171 281,063 11,830 


558,909 773,420 1,545,716 1,692,028 1,695,806 


Federal income tax reduction attributable to loss carry- 
OCW ALS a Reece ane Se nN NE ee ERS _ 


Gain on sales of oil and gas properties......0...02.2.0.2-.e-eceseseeoeee — 
Gain on sale of broadcasting station, net of $44,074 federal 
ATICONIC AUK A eee en em eo eer eam | te 132,224 


449,651 


661,433 


111,000 228,000 


Per share of common stock (d) (e) (f): 


Income before extraordinary items, allocable to common 


stock : 


Amount attributable to production payment income(b).. 
(XG a eae ee RR a ell le i i 


ln otal] patente so SE Re ep ie Re et eS Pa a gia 


ee ee 


Se ————EE 
—— ———— lle= Oe SS ———————— 
SS 


$.05 $.20 $.16 $.26 $.31 
03 (.07) 14 .08 03 
08 13 30 34 34 
03 10 15 02 05 
$.11 $.23 $.45 $.36 $.39 


ee EO eee 
oS —lllees>SD>O™qDaeSS SO" 


No cash dividends have been paid on the Company’s common stock. 


NoTEs: 


(a) Reference is made to the notes to the Company’s financial statements included elsewhere herein for information 


on the following: 


(1) Poolings-of-interests with Fremont Valley Lands, Inc., Rice Ranch Oil Company, Apple Valley Building and 
Development Company, and Long Beach Dock and Terminal Company—note 1. 


(2) Sales of land—note 3. 
(3) Commission income—note 4. 
(4) Federal and state income taxes—note 8. 


(b) The proceeds from the sale of production applied to production payments retained by others (see note 2 to the 
Company’s financial statements shown elsewhere herein) are recorded as earnings of the Company subject to 
production taxes, charges for depletion and depreciation, and interest accruing on the production payments. The 
effect of adopting this method of accounting for production attributable to the production payments, as opposed 
to an alternative method under which such production, revenues, and expenses would not be reflected in the 
Company’s financial statements, has been to increase reported revenues and expense by the following amounts: 


(Notes continued on following page) 
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Years Ended December 31, 


1963 1964 1965 1966 1967 
Oil and gas sales 2.2... .- $1,022,000 $3,160,000 $3,181,000 $3,668,000 $3,818,000 
Gain on sales of oil and gas TET Ree RTT 
properties 223 Se 2 — 343,000 (11,000) — _ 
Production, taxes) = =e 47,000 151,000 143,000 —S_ 154,000 155,000 
Depletion and depreciation.............. 325,000 1,225,000 1,200,000 1,320,000 1,400,000 
Interest 72 en. Ne entone . 424,000 1,248,000 1,117,000 1,016,000 853,000 
796,000 2,624,000 2,460,000 2,490,000 2,408,000 
Increase in net income.................- . $ 226,000 $ 879,000 $ 710,000 $1,178,000 $1,410,000 


Income per share attributable to 
production payment income ...... $.05 $.20 $.16 $.26 $.31 


The amounts included in the above table do not include lifting costs related to the production payment 
properties; such costs would be chargéd against income under either of the above-mentioned methods of accounting. 

Accumulated net income credited to earned surplus has been increased by $4,403,000 as a result of adopting this 
method of accounting. 

The Company does not expect to incur federal income tax on this income, since it expects it to be offset for tax 
purposes by future intangible drilling costs and allowances for percentage depletion. Accordingly, no provision is 
being made at this time for related federal income tax. 

(c) No provision has been made for income tax on the gains on sales of securities and oil and gas properties due to 
losses for tax purposes from oil and gas operations in the applicable years, and the loss carryforward mentioned 
in note 8 to the Company’s financial statements included elsewhere herein. The sale of the broadcasting station 
was made by a subsidiary of Apple Valley Building and Development Company. 

(d) Per share amounts have been computed on the weighted average number of shares of the Company’s common stock 
outstanding during 1967. This number of shares outstanding is not significantly different from the equivalent num- 
ber of shares outstanding at other dates during the subject periods, after allowance for shares issued in connection 
with companies acquired on the basis of poolings-of-interests. 

(e) Income before extraordinary items, and net income, have been reduced, for the purpose of computing amounts per 
share of common stock, by the annual preferred dividends of $187,463 that would have been paid or payable on 
the Series A and Series B 5%4% preferred stock issued in connection with the Rice Ranch, Apple Valley, and 
Long Beach acquisitions. There would have been no dilution of pro forma net income per share if all con- 
vertible preferred stocks and debentures outstanding at December 31, 1967 had been converted in 1967 (and 


outstanding stock options had been exercised). 

(f) For restrictions on payments of dividends, see note 7 to the Company’s financial statements included elsewhere 
herein. The Company has not paid cash dividends on its common stock. 

(g) Included in the provisions for federal income taxes are charges of the following amounts for deferred taxes 
relating to Apple Valley operations: 1962—$151,000; 1963—$59,000; 1964—$121,000; and 1965—$95,000. Also 
included in the provision are credits of the following amounts for reduction of deferred taxes relating to Fremont 
Valley operations: 1962—$23,000 ; 1963—$13,000; 1964—$163,000; 1965—$204,000; and 1967—$221,568. 

(h) For information concerning decline in gross sales of property during 1967 see “Description of Business and Prop- 
erties of the Company—Commercial and Residential Real Property and Other Activities,” elsewhere herein. 


In December 1967 Reserve issued $14,000,000 of 614% convertible subordinated debentures, due 
December 15, 1992. The annual interest requirement on the full amount of the debentures would be 
approximately $910,000. The proceeds from the sale of the debentures were used to repay bank indebted- 
ness on which the interest requirement on an annualized basis would be approximately $850,000. Expense 
of the issue amounted to approximately $524,000, amortization of which for a full year would be 
approximately $26,000. 

The Company estimates that $1,344,000 of the issue price of the debentures was attributable to the 
conversion feature. The Company has elected not to make such an allocation pending clarification of the 
appropriate accounting treatment for convertible debt securities. Such clarification, expected in 1968, may 
require that the principles be applied retroactively. In the event of such an allocation the annual amortiza- 
tion of the amount attributable to the conversion feature is not in any event expected to be material. 

Since December 31, 1967 Reserve has carried on business in the ordinary course and there has been 
no material change in the financial position of Reserve, except for the conversion in January and I’ebruary 
1968 of debentures with a principal amount of $2,096,000 into 159,586 shares of Reserve’s Common Stock. 
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STATEMENT OF INCOME—FARGO 7 
(Stated in Canadian dollars) 


The following statement of income of Fargo Oils Ltd. for the five years ended December 31, 1967 
has been examined by Peat, Marwick, Mitchell & Co., chartered accountants, whose report thereon appears 
elsewhere in this Proxy Statement. This statement should be read in conjunction with the other financial 
statements and related notes of Fargo appearing elsewhere in this Proxy Statement. 


Year Ended December 31 
Income: 1963 «(19641965 «1966=S«1967 
Oilereventieslessarovalttcs tees ee eee $1,786,915 2,220,134 2,796,197 3,187,012 3,554,835 
RGvanieS i (A): co een eee Nh cence et 512,756 311,758 81,272 88,728 87,741 


2,299,671 2,531,892 2,877,469 = 3,275,740 = 3,642,576 


Direct expenses (exclusive of depreciation and depletion) : 


Operating ex pensestr eee ee reat ee 478,828 515,031 679,275 810,588 883,806 
Non-producing lease rentals.................-..----+- Bie Ce aa 109,110 139,040 121,272 152,094 146,067 
Dry holes and abandonmente....................:--::cescsssssessnseneeseeeee 158,400 181,743 234,638 95,594 213,905 
Permits and leases surrendered....................--:c:ceseceeeseeee-eee 10,206 19,605 17,225 66,578 50,275 


a 


Depreciation and depletion (Note 3) : 
ID ODEECIACION oe eee eh RS A ces 79,815 86,843 85,726 95,904 72,430 
Depletion of producing gas and oil properties.................... 678,123 697,284 548,413 674,684 684,845 


ae 


General and administrative expemseS..................ec-cessccessseeeeeoe 219,068 227,147 262,979 279,249 327,102 


Other income: 
NtEKeSti INCOM Cu et eee ee nN Nr ete le 92,186 71,243 66,016 38,216 33,315 


eed 


679,935 750,092 994,371 1,146,895 1,310,901 
Other charges: 


Interest on unpaid production payments......................------- 124,935 129,898 224,648 281,084 337,501 
Amortization of financing expenses... 1,476 1,476 6,401 = am 
Interest on notes payable... ..c-cccccccceccocccneccosesneecsneesneeeoss 50,523 43,782 37,042 30,302 23,562 
IMiscellaneous==netn enn tte een rk ee A ee 2,110 _ 26,044 13,961 8,074 
179,044 175,156 294,135 325,347 369,137 

Net income s(B)) (Notes) ae eee ee $ 500,891 574,936 700,236 821,548 941,764 


SS —_—_S_ ———— _——____—_—_—} ——— 
——__—__—____—7} 


Net income per share (based on shares outstanding at 
end of respective periods) : 
Amount attributable to production payment income 


(OR ROLL PSS OE NO A Sa eee Ne ee $.09 .09 .10 10 1 
CO) there see eee enc, es a Nes ne edt Nc (.03) (.02) (.02) a a 
Potalie. ta cooelt. Uy patios tel sedecles Anens 2 $.06 07 08 10 11 


No cash dividends have been paid on the common shares of Fargo. 


(A) Royalties were reduced after 1963 due to termination of Pembina Royalty. This royalty contributed approximately 
$400,000 for 1963 and $200,000 for 1964. Depletion expense was reduced during these years relative to the reduction 
in royalty income. 

(B) No provision has been made for taxes on income since the company has expended more than sufficient amounts 
on drilling and exploration costs which may, for income tax purposes, be applied against the reported earnings so 
that there are no income taxes payable. 

(C) See note 1 of notes to Fargo’s financial statements regarding elimination of $10,751,281 of deficit through an appro- 
priation from paid-in surplus as of December 31, 1962. 

(D) Numerical note references are to the notes to Fargo’s financial statements included elsewhere herein. 


Since December 31, 1967, Fargo has carried on business in ordinary course and there has been no 
material change in the financial position of Fargo. 
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PRO FORMA COMBINED STATEMENT OF INCOME (Unaudited) 

The following pro forma statement combines the operating results of Reserve and Fargo for the five 
years ended December 31, 1967 on the basis of a pooling-of-interests (except for the 27.1% interest in 
Fargo purchased by Reserve—Note © below) and should be read in conjunction with the financial state- 
ments and related footnotes of the respective companies included elsewhere herein. 


Years Ended December 31, 


Revenues: 1963 1964 1965 1966 1967 
Sales of petroleum products.............. $5,731,983 $ 8,275,113 $ 8,494,173 $10,103,741 $10,950,353 
Sales ‘of ‘realvestatex. 2 tm ae ee 919,137 1,463,489 1,939,026 1,773,280 1,344,100 
Commission IncOMe \-...cse seas 1,650,349 1,681,703 1,576,320 1,815,346 1,654,239 
Interest and other income................-.-- 842,555 654,837 1,202,874 973,165 1,062,565 

9,144,024 12,075,142 13,212,393 14,665,532 15,011,257 

Costs and expenses: 

Operating and interest expenses@).... 6/869,771 9,669,527 9,617,692 11,169,726 11,739,195 
Cost of real estate sold.......................- 99,580 146,629 318,648 249,698 291,281 
Provision for loss on repossessions... 402,809 313,240 254,930 451,469 418,048 
Federal income taxeS........-.-.::s0ccssec0--0 712,064 597,390 TIS ALN 281,063 11,830 

8,084,224 10,726,786 10,966,441 12,151,956 12,460,354 

Income before minority interest and 
extraordinary items@ 1,059,800 1,348,356 2,245,952 2,513,576 2,550,903 

Minosify interests. 135,741 155,808 189,764 222,640 170,145 

Income before extraordinary items........ 924,059 1,192,548 2,056,188 2,290,936 2,380,758 

Extraordinary items .....---ccssscscccosscesesoeee 132,224 449,651 661,433 111,000 228,000 

Netiincome@ @)ysee eran eee $1,056,283 $ 1,642,199 $ 2,717,621 $ 2,401,936 $ 2,608,758 

Pro forma income per share@): ; 

Income before extraordinary items... $.10 $.14 $.26 $.29 $.31 
Extraordinary items) eee ee 02 .06 09 02 .03 
Neti incomes: isc cree ee as $.12 $.20 $.35 $.31 $.34 

Pro forma income—adjusted— 

per share@®: 
Income before extraordinary items.. $.20 
Extraordinary sitemsis eee 03 
INetiincome 2.2 ces teeta ean $.23 

Notes: 


@® The minority interest shown above represents the pro forma combined income allocable to Reserve’s purchased 27.1% 
interest in Fargo for each of the years 1963 through 1966, and for eight months (until Reserve’s purchase thereof) 
in 1967. 

® See note 3 to the pro forma combined condensed balance sheet shown elsewhere herein for information concerning 
combination of Fargo’s financial statements expressed in Canadian dollars with Reserve's financial statements 
expressed in United States dollars. 

® Per share amounts have been calculated on the weighted average number of shares of Reserve’s common stock out- 


standing during 1967 (this number being not significantly different from the equivalent number of shares outstand-_ 


ing at other dates during the periods shown, after allowance for shares issued in connection with companies acquired 
on the basis of poolings-of-interests), plus 2,669,894 shares which would be received by Fargo shareholders (other 
than Reserve) assuming they all elect to exchange their shares; and after appropriate deduction of $187,684 for 
annual dividends on Reserve’s preferred stocks. There would have been no dilution of pro forma net income per 
share if all convertible preferred stocks and debentures outstanding at December 31, 1967 had been converted in 1967 
(and outstanding stock options had been exercised). 

@® 1967 includes amortization of the excess of Reserve’s cost over Fargo’s book value of the 27.1% interest in Fargo 
from the date of acquisition at the beginning of September to December 31, 1967 ($86,667). 

® Assumes (a) full year’s interest of $720,915 on $11,091,005 of convertible debentures, the proceeds from the sales 
of which were used to retire debt incurred to acquire a 27.1% interest in Fargo, (b) full year’s amortization of the 
excess of Reserve’s cost over Fargo’s book value of the 27.1% interest in Fargo purchased by Reserve at the 
beginning of September 1967, $260,000, and (c) elimination of the 27.1% minority interest at the beginning of 1967. 

Reference is made to Note 7 to Reserve’s financial statements included elsewhere herein for information on dividend 
restrictions. 
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PRO FORMA COMBINED CONDENSED BALANCE SHEET (Unaudited) 


The following unaudited pro forma condensed balance sheet combines the balance sheets of Reserve 
and Fargo at December 31, 1967, as described in the Notes below. This balance sheet should be read in 
conjunction with each of the two companies’ separate financial statements and related Notes appearing 


elsewhere in this Proxy Statement. 


Current assets: 


SECS see We en OT a 2 Et 8 ao, SOR ode he ele ie S NE 2 


cbotalyctintrentsaSsetsiee sens tect ccecree eas eet 
Investments and long-term receivables: 
Installment receivables and other assets.........--.-.-.---.::-+--+ 
Commissions Teceivable t= = apr en ee een 
Thyestment im) Fargo Oss tds ee ceed ecescre scar essnedete--es 
Investment in subsidiary company .........s-.-----:s-cqeeeeeesesse-* 
Windeveloped. fand——costye-: eset eececaaseccs Meine aeasacees 


Total investments and long-term receivables...... 


INGTEDRODER LIES 1.00. ct. ne eed ten NE LS a 


Weternedcharg eo. cn tee ee ee ee ere ee UE 


AG rarer tM liabilities) y cop cas cee ccstesccttesteceeosscsthee eM ettie otenedeeecceas 
Long-term liabilities : 
MU EDCHERTES get cat fe treme ee Pree UR SE eS LG st 
PBVET CT. CECGL AES oor e ete ee eee ree L ane roe eee 
(OLENA) PER ee ET a Tos eae Ih SH RT MRCS Ev 


Total long-term!’ lHabilities (o2.:..0-2000.2 ccc. secsccscecn0e 
Deferred) Income es ose a4 Bees ee ere eerie a ie Le wc 
Shareholders’ equity : 
Capital stock: 
LETS rears Nene AP ae nee es Cae See Renee ee Carre ms 


Gapitalesurplus wer 2 eae. oh eee ee ee, 3 


} BIG Vey Vt CTE T 0 VU cepa a lee aS ce ire re et ot aero see 
MIR CASUR YA SOC Ke sess occs eas crear Sonata naceee een he eres aren 


otal, shareholders’ , equity: ..../o:.s.<fsts- cs oe 


Notes: 


Reserve Oil 
and Gas 
Company 


$ 4,188,099 


5,352,711 


9,540,810 


4,365,862 
3,437,734 
11,091,005 
375,000 
928,612 


20,198,213 


15,650,145 
523,104 


$45,912,272 


Assets 
Fargo Pro Forma 
Oils Adjustments 
Ltd. (Note 1) 
$ 455,475 9: — 
785,218 _ 
1,240,693 —_ 
112,859 5,320@) 
— (11,091,005)@ 
112,859 (11,085,685) 
7,760,000 @ 
12,011,322 / ree 
— (78,316) ®) 
$13,364,874 $(3,490,668) 


Pro Forma 
Combined 


$ 4,643,574 
6,137,929 
10,781,503 


4,484,041 
3,437,734 


375,000 
928,612 
9,225,387 
35,334,800 


444,788 
$55,786,478 


Liabilities and Shareholders’ Equity 


$2,351,164 


14,000,000 
4,405,000 
534,901 


18,939,901 


2,449,000 


3,420,775 
4,532,974 


2,686,749 


11,617,692 


(85,983) 
22,172,207 
$45,912,272 


$ 516,067 


269,599 


269,599 


8,519,682 


500,889 


3,558,637 


12,579,208 
$13,364,874 


$ —— 
(2,096,000) ®) 


(2,096,000) 


(2,310,626)@ 
(6,209,056) ® 
2,669,894 
159,586 ®) 
(135,741)@ 
3,539,162 @) 
1,858,098 ®) 
(879,318) @ 
(86,667) © 


(1,394,668) 
$(3,490,668) 


$ 2,867,231 


11,904,000 
4,405,000 
804,500 


17,113,500 
2,449,000 


3,420,775 
7,362,454 


8,449,157 


14,210,344 
(85,983) 

33,356,747 

$55,786,478 


1. Assumes all Fargo shareholders (other than Reserve) elect to exchange their shares for Reserve’s common stock, 
resulting in the issuance of 2,669,894 shares of Reserve’s common stock in exchange for 6,209,056 common shares 
of Fargo, as described elsewhere in this Proxy Statement. For accounting purposes, Reserve’s acquisition of its 
27.1% interest in Fargo has been treated as a purchase as from the date thereof—September 7, 1967—, and its 
proposed acquisition of the remainder of Fargo’s outstanding stock has been treated as a pooling-of-interests, 


Accordingly, in consolidation : 
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(Notes continued on following page) 


(Notes continued from preceding page) 


@ the cost of Reserve’s 27.1% interest in Fargo ($11,091,005) has been allocated to the underlying assets, with the 
excess (approximately $7,765,000) of Reserve’s cost over Fargo’s book values being allocated substantially to 
developed properties (approximately $6,210,000) and undeveloped properties (approximately $1,550,000) on the 
basis of the independent appraisal made in January, 1968 by James A. Lewis Engineering Co., Ltd., and propor- 
tionate elimination of 27.1% of Fargo’s stockholders’ equity accounts for a total of $3,325,685 ; 


® the remaining balance of $6,209,056 in Fargo’s capital account has been eliminated by credit of $2,669,894 to 
Reserve’s common stock account and $3,539,162 to consolidated capital surplus; 


/ 

© provision has been made for amortization in 1967 of Reserve’s cost of its 27.1% interest in Fargo in excess of 
Fargo’s book value thereof. Substantially the whole of this excess cost was allocated to oil and gas properties for 
amortization on the unit-of-production basis, from the date of acquisition at the beginning of September 1967; and 


® effect has also been given to the conversion in January and February, 1968 of debentures in a principal amount 
of $2,096,000 into 159,586 shares of Reserve’s common stock, with a charge to capital surplus of $78,316 for 
related debt expense. 


2. No provision has been made for expenses connected with the exchange offer as they are not expected to be significant 
in relation to the pro forma combined balance sheet. 


3. Fargo’s financial statements are expressed in Canadian dollars, which have been considered at par with the United 
States dollar for purposes of the pro forma combined financial statements shown herein. Differences resulting from 
application of appropriate exchange rates would not be material in relation to the pro forma combined balance sheet 
or statement of income. 


4. Reference is made to Note 7 to Reserve’s financial statements included elsewhere herein for information on dividend 
restrictions. 


DIVIDEND POLICIES 


Neither the Company nor Fargo has paid or declared any cash dividends on its Common Stock. 
The Company and Fargo, each has the policy to retain earnings since capital requirements of each is 
expected to be significant. This policy with respect to Fargo may have to be modified in the future, if 
the Plan is consummated, by reason of Executive Order No. 11387 regulating Foreign Direct Invest- 
ments of corporations resident of or doing business in the United States (such as Reserve). Reserve 
has regularly paid dividends on its Series A and Series B Preferred Stock. See “Description of Securities 


of Reserve’—“Description of Debentures” for limitations on dividends on the Company’s Common 
Stock. 


DESCRIPTION OF BUSINESS AND PROPERTIES OF THE COMPANY 
General 


Reserve Oil and Gas Company is a California corporation with executive offices located at 550 
South Flower Street, Los Angeles, California. The Company’s business is diversified, consisting primarily 
of oil and gas operations and real property development. The Company was incorporated in 1932 and 
has engaged in the exploration for and development of oil and gas since its inception. Since 1963, it has 
expanded its natural resources operations in both the United States and Canada and has entered other 
fields of operation. 


In September, 1963, the Company acquired significant oil and gas interests, subject to production 
payments, located in the United States Mid-Continent area from Producing Properties, Inc., thus 
greatly increasing its proven oil and gas reserves. In April, 1964, the Company first became associated 
with California real property development through the purchase of the assets of Fremont Valley 
Lands, Inc., a company holding obligations secured by real property, as well as certain oil and gas 
interests. 


In May, 1965, the assets of Rice Ranch Oil Company, consisting of California oil and gas interests, 
undeveloped real property located near Santa Maria, California, and marketable securities, were 
acquired by the Company. In the same year, the Company completed the construction of a plant at 
Hanford, California, for the production of anhydrous ammonia, a commercial fertilizer. In 1965, the 
Company also purchased significant gas producing properties in the Vernalis Gas Field in California. 
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In the spring of 1966, the Company concluded its largest acquisitions to date with the acquisition of 
the assets of Apple Valley Building and Development Company and of Long Beach Dock and Terminal 
Company. The major asset of Apple Valley consisted of fee title to approximately 9,600 acres of land in 
Apple Valley, California, a community located in the “upper desert” area of Southern California which 
has been developed almost exclusively by the Company and its predecessor. The Apple Valley assets 
also included interests in contracts evidencing the prior sale of real property in that area. The interests 
acquired from Long Beach Dock and Terminal Company included commercial warehousing facilities 
in the City of Long Beach, California, and oil interests in the Wilmington Field in the Long Beach 
harbor area. 


The Company’s most recent acquisition (September 1967) was 27.1% of the outstanding stock of 
Fargo Oils Ltd 


Prior to 1964, 100% of the net profit of the Company was derived from the production of oil and 
gas and other oil and gas activities. For the year 1967, the approximate percentages of gross revenues of 
the Company allocable to its primary areas of activity (including gross revenues from oil and gas proper- 
ties subject to production payment, see Note (b) to “Statement of Income—Reserve”) were: for oil and 
gas operations, 57%; for real estate sales and brokerage, 29%; and for miscellaneous activities, 14%. 
The percentages of pre-tax income allocable to these activities during 1967 were approximately as follows: 
oil and gas operations 38%, real estate sale and brokerage 59%, and miscellaneous activities 3%. (See 
“Statement of Income—Reserve” for a more detailed presentation of the Company’s operating results. ) 


The annual interest requirement on the Company’s Debentures, issued as of December 15, 1967, 
is $777,335 (based on Debentures outstanding on February 15, 1968). Expense of the issue was approxi- 
mately $523,977; amortization thereof in the first full year is estimated to be $26,500. 


The Company estimates that $1,344,000 of the issue price of the debentures is applicable to the 
conversion feature, but does not presently propose to provide for amortization thereof; the annual 
charge for which is not in any event expected to be material. 


The annual dividend requirement on the Company’s Series A and Series B Preferred Stock is 
$185,617 (based on number of Preferred shares outstanding on February 15, 1968). 


It is the present intention of management to maintain the Company’s primary interests in oil and 
gas operations and real property development, but to pursue any opportunities for continued diversification 
of its business when management considers such opportunities attractive. 


Oil and Gas 

Western United States Operations 

From the date of its incorporation in 1932, the Company has been engaged in the business of 
developing and producing oil and gas in California and has conducted exploratory operations in several 
other western states. Until the acquisition of certain assets from Producing Properties, Inc. (see “Mid- 
Continent Operations’), the Company’s principal producing operations were centered in the Tejon area, 
Kern County, California, on lands in which the Company has owned an interest since its organization. 


In May, 1965, the Company acquired the assets, subject to the liabilities, of Rice Ranch Oil Company, 
a California corporation (“Rice Ranch”), in exchange for 32,000 shares of its 514% Series A Preferred 
Stock and 215,000 shares of its Common Stock. The assets of Rice Ranch consisted primarily of 
approximately 813 acres of land located five miles southeast of Orcutt, and near Santa Maria, California. 
Approximately 727 acres of this land were owned in fee, of which 100 acres were developed and actively 
producing oil and gas, and 627 acres were held for possible deep oil production and real estate development. 
Approximately 47 acres of land were undeveloped and owned in fee without mineral rights, but with 
the right of first refusal on any offer to sell or lease the mineral rights. The Company also acquired from 
Rice Ranch a lease of 5/6ths of the mineral rights on 40 acres, as well as marketable securities with an 
aggregate quoted market value of $1,207,228 on December 31, 1964. The Company sold these securities in 
the open market at an aggregate price in excess of such market value. 
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Since its acquisition of Rice Ranch, the Company has continued operation of the producing 
properties. As of December 31, 1967, there were 19 producing wells on the Rice Ranch property which 
were owned in full by the Company. The average daily net production during 1967 from these wells 
was 74 barrels of oil and 339 Mcf of gas. 


In December, 1965, the Company purchased interests in the Vernalis Gas Field, San Joaquin County, 
California, for approximately $770,000 in cash, subject to production payments of approximately 
$340,000. These properties include working interests ranging from 12!14% to 25% on an aggregate of 2,994 
gross acres. As of December 31, 1967, the Company owned interests in 19 producing gas wells, or 4.27 
net wells, on these properties, and the average daily gas production net to the Company’s interests during 
1967 was 1,683 Mcf per day. This gas is sold under long-term contractual arrangements at a price of 
29 cents per Mcf. 


In March, 1966, the Company acquired the assets, subject to the liabilities, of Long Beach Dock and 
Terminal Company (“Long Beach Dock’) in exchange for 338,028 shares of Common Stock and 
44,739 shares of 514% Series B Preferred Stock. The assets of Long Beach Dock included oil interests 
in the Wilmington Oil Field and improved real property, both in the harbor area of Long Beach, 
California. (With respect to these real properties, see “Other Commercial Properties”.) From the 
oil interests so acquired, the average daily production net to the Company’s interests during 1967 was 

. 338 barrels of oil. 


The Company also owns various other oil and gas interests in the Western United States, none of 
which, individually, is material in relation to the assets or financial position of the Company. 


Mid-Continent Operations 


On September 1, 1963, the Company purchased from Producing Properties, Inc. working interests 
in 1,657 gross producing wells, or 283 net oil wells, and 44 net gas wells, together with certain non- 
producing properties located in 14 states in the Mid-Continent area of the United States. The Company 
purchased these properties for $2,600,000 cash, subject to $22,300,000 of production payments. 
At December 31, 1967 these production payments had been reduced to $12,662,450 in principal amount. 
Until production payments are retired, the entire net revenues from the properties so purchased, but 
not less than 82% of their gross revenue, will be applied to the principal and interest on the production 
payments and, in addition, the Company will pay all operating costs and ad valorem taxes incident 
to the oil and gas production and applicable to the production payments. These expenses are 
material and at December 31, 1967, they were estimated to require in the aggregate the proceeds from 
the sale of 830,000 barrels of oil and 3,919,000 Mcf of natural gas. Assuming current production rates of 
3390 barrels of oil, condensate and plant products per day and 23,400 Mcf of gas per day (with 
allowances for normal decline due to depletion of reserves) and current prices for oil and gas, it is 
estimated that the amount applied toward the production payments will be approximately $3,145,000 in 
1968, decreasing annually to $520,000 in 1973, and amounts not exceeding $57,000 a year thereafter 
until 1975. As a result, no cash of consequence will accrue to the Company from these properties prior 
to 1973 and retirement of the major portion of the production payments. The production payments include 
provisions for amounts equivalent to interest ranging from 51%4% to 634% on the principal amount 
remaining unpaid from time to time. In addition, the Company acquired certain royalty interests and 
working interests in 72,979 gross or 25,218 net acres of undeveloped oil and gas properties in the Mid- 
Continent area of the United States. 


Initially, the properties acquired from Producing Properties, Inc. were supervised by James A. 
Lewis Engineering, Inc.; however, on August 31, 1966, the Company established its own Mid-Continent 
Division, headquartered in Dallas, Texas, under the direction of Paul D. Meadows, Vice President. The 
Company still contracts with Lewis for certain services based on monthly time charges under an agreement 
subject to cancellation on four months’ notice. 


In April, 1964, the Company acquired substantially all of the assets, subject to the liabilities, of Fre- 
mont Valley Lands, Inc. In addition to purchase money promissory notes (see “Other Commercial Prop- 
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erties”), such assets consisted of certain oil and gas producing leases in the State of Texas. During 
1967, the average daily production net to the Company’s interest from these leases consisted of 80 barrels 
of oil and 390 Mcf of gas. 


Exploration Program 


Late in 1966 arrangements were completed to conduct an extensive exploration program, primarily 
directed toward the discovery of oil and gas, in conjunction with Michel T. Halbouty, a consulting 
geologist, and an independent oil and gas producer with offices in Houston, Texas. The initial budget 
of the program was $4,000,000 and a single unaffiliated participant has agreed to provide funds in 
this amount. The program contemplates exploration within the continental United States, exclusive 
of Alaska and tidelands and offshore lands, and is proceeding under the direction of the Company 
and Mr. Halbouty. In return for its administrative and managerial participation, the Company has 
an interest in the program equal to 15% of the net profits derived from the operation and development 
of the program properties as a whole. No funds will be expended by the Company except for minor 
administrative costs. 


The initial $4,000,000 budget under the exploration agreement is expected to fund the program 
through 1968, but the program may be extended beyond that date if the parties elect to do so. In addition 
to the $4,000,000 originally budgeted, the participant has committed the sum of $640,000 to the program. 
As of December 31, 1967, 16 prospects have been designated, and of these 15 prospects have been 
drilled, resulting in 13 nonproductive tests and two new field discoveries. 


In October, 1967, the first significant discovery under the program was made when the Pan Amer- 
ican Petroleum Corporation/Halbouty/Reserve “Vincent Heirs, Inc. et al.” well #1, located in Cameron 
Parish, Louisiana, in which the program owns a one-third working interest (5% net to the Company 
after the recovery of all expenses of the program), encountered several gas productive sands. This well 
is classed as a new field discovery, and named “The East Holly Beach Field.” 


In January, 1968, the second significant discovery under the Program was made when Alcee Rivette 
Estate Well No. 1 located south of the Opelousas Field, St. Landry Parish, Louisiana, in which the 
Program owns a 75% working interest (11149% net to the Company after the recovery of all expenses of 
the Program) encountered productive gas and distillate sands. This field is classed as a new field Discovery 
and is named the “South Opelousas Field.” 


Canadian Operations 


In October, 1966, the Company, in participation'with four other companies, obtained in competitive 
bidding a Crown Drilling Reservation covering 7,680 acres in the Bistcho Ridge area of northwest 
Alberta, Canada, at an initial cost to the Company of $471,814 for an 1114% interest. 


In December, 1967, two wells were commenced on the Reservation and in January, 1968, one of 
these wells was abandoned as a dry hole. The joint owners have the right to select eleven quarter sections 
(an aggregate of 1760 acres) of the Reservation as Crown Leases, or certain other options with respect 
to further exploration of the Reservation. As a result of this drilling, the Company believes that some 
additional gas reserves may have been developed. However, under the Regulations made pursuant to 
the Alberta Oil and Gas Conservation Act, the Company is entitled to hold confidential all data pertaining 
to these wells at this time and for some period hereafter. Because there is substantial unleased Crown 
land adjacent to these holdings, it is obviously in the best interests of the Company to hold information 
pertaining to the results of this drilling confidential until either this information is required to be released 
by law or there are no more additional Crown petroleum and natural gas rights available in the immediate 
vicinity. 

In November, 1967, the Company (acting on its own behalf and for Michel T. Halbouty) modified 
an agreement, entered into in April 1967, to the end that the Company and two other oil companies will 
conduct an extensive exploration program in Western Canada, primarily directed to the discovery of 
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oil or gas. The initial budget of the program is $3,000,000 and the Company and Halbouty are obligated 
for one-third thereof and are entitled to one-third of the benefits of the program. In addition, they are 
committed to pay one of the companies $60,000 per year for exploration and administrative overhead. 
The program expires December 31, 1969, or upon early expenditure of the budgeted funds. 


In November, 1967, the Company and Halbouty reached an understanding with an unaffiliated 
corporate participant pursuant to which the participant assumed 80% of. their interest in the program. 
Except for exploratory wells, benefits of the program accruing to the Company and Halbouty will be | 
shared 44% by the Company and Halbouty (each being entitled to one-half) and 56% by the participant. 
With respect to exploratory wells, the interests of the Company and Halbouty under the program are 
shared 20% by them (each one-half) and 80% by the participant until such time as the entire costs to the 
Company, Halbouty and the participant of drilling all exploratory wells have been recovered from the 
production resulting from such exploratory wells. 


The program may be subject to curtailment or modification under the Direct Foreign Investment 
program of the United States pursuant to Executive Order No. 11387. 


See “Description of Business and Properties of Fargo” herein for a description of Canadian 
interests held by that company. 


Oil and Gas Sales 


The Company sells its crude oil and condensate at posted field prices, generally to major companies. 
During 1967 the average price received for crude oil, condensate and plant products was $2.73 per barrel, 
after production taxes and transportation charges. Gas produced by the Company is usually sold to 
purchasers directly from the wellheads pursuant to long-term contracts. During 1967, the average price 
received from the sale of natural gas was 15.3 cents per Mcf. 


The following tabulation shows the quantities of oil and gas sold by the Company in the five-year 
period from 1963 through 1967, net to its interests, from producing wells in which it owned an interest, 
and the amount thereof dedicated to retained production payments: 


Crude Oil, Condensate and 


Plant Products (Bbls) Natural Gas (Mcf) 
Amount Amount 
Thereof Thereof 
Dedicated Dedicated 
Net to Retained Net to Retained 
Total Production Total Production 
Year Sales Payments Sales Payments 
TOG Soc coerce oe ee eee 805,850 282,300 4,146,461 1,861,300 
| 2, 3 Mab ae ga ae Senden oa 1,495,993 851,100 9,468,442 6,331,600 
1965) at ee ee en ee 1,395,473 819,800 9,587,854 6,723,000 
1966) Oe oe osell Bes eee 1,480,095 869,200 11,430,773 8,052,400 
TOG 7st tar pints ed ose ae 1,643,983 930,750 10,447,831 7,282,160 


The above tabulation includes sales from the Mid-Continent properties acquired from Producing 
Properties, Inc., from September 1, 1963, the date of acquisition of such properties, from properties 
acquired from Fremont Valley Lands, Inc., from January 1, 1964, from properties acquired from Rice 
Ranch from January 1, 1965, from properties acquired in the Vernalis Gas Field, California, from August 
1, 1965 and from properties acquired from Long Beach Dock and Terminal Company from January 1, 
1966. 


Drilling Operations 
The following table shows the results of the Company’s exploratory and development drilling 
program during the five year. period from 1963 through 1967. Gross wells are those in which the Company 
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participated and net wells are the Company’s interest in such gross wells. The table does not include results 
of the Halbouty-Reserve Exploration Program described at “Exploration Program.” 


Exploratory Wells Development Wells 
Completed (or Abandoned) Completed (or Abandoned) 
as as 
Oil Wells Gas Wells Dry Holes Oil Wells Gas Wells Dry Holes 
Year Gross Net Gross Net Gross Net Gross Net Gross Net Gross Net 
1963) Bi 1 25 0 0 5 2.53 7 2.04 0 0 3 1.16 
10 A a A BN i ol 0 0 1 .30 2 18 12 4.15 2 42 4 56 
LOGS ee ene eee 0 0 3 35 5 1.46 14 5.59 1 O1 5 1.48 
LOGO TS ee ee 0 0 0 0 8 2.95 11 4.14 a’) 2.01 1 .50 
BOG) (es. e ee Sia Week 0 0 1 oS 1 17, 9 2.56 3 36 4 84 
Oil and Gas Properties 


In the aggregate, as of December 31, 1967, the Company owned undivided working interests in 282 oil 
and gas leases on which were located 2404 producing wells, or 338.04 net oil wells, and 262 producing gas 
wells, or 44.52 net gas wells. The following tabulation shows as of December 31, 1967 the gross and net 
working interest wells of the Company by states and provinces. 


No. of No. of Producing No. of Producing 
Producing Wells, Working Wells, Working 
Working Interest—Oil Interest—Gas 
Interest ey ey a ae hee a ee Se eS ae Pe 
State Leases Gross Net Gross Net 
erate hace hake 0 ee eae 123 488 117.07 189 23.83 
Cal Fitna. sccos ee, 49 1,055 106.81 30 8.06 
eberaska. 22h? Pe oa 13 38 1771 — —_ 
MOIS Heed oo es rt iit 19 517 23.54 — — 
PeeinGiatia lake! no ae 6 9 6.75 — _— 
Oya i A ok seh 28 140 22.19 12 3.10 
New Mexico 2000........scsececeeceeee 35 116 40.47 26 9.04 
MONIT Cs corre ee id ac 4 41 3.50 — — 
AE CEP a Re aneina take ae PG 5 os ty 5 49 


In the aggregate as of December 31, 1967, the Company owned working interests in 56,829 gross 
acres, or 20,124 net acres of unproved oil and gas leases, as follows: 


Acres 
Gross Net 
CK AG etetee ec cree toe teats 7,785 4,125 
CaN EOrtatara tis tees oc aesn sve cadccasutases 120 80 
WNebtaskarndta-ieie tied aS cists 480 400 
Ulinoisi Ato Re BT a 51 13 
Oklahoaia' 7 ee era es 440 190 
New: Mexico 22. .)an213. 22 ene.. 12555 1,569 
WV YOOMD Ry acc le ee  betalenangace? 560 240 
Pranisas: seater es ee 27,158 12,654 
Alberta; Canada: A ox Bhs /0OU) 853 


Oil and Gas Reserves 
The following letter of James A. Lewis Engineering, Inc., Petroleum Reservoir Analysts, Dallas, 
Texas, presents an analysis of the future recoverable hydrocarbons from the properties of the Company: 
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JAMES A. LEWIS ENGINEERING, INC. 
Petroleum Reservoir Analysts 


1700 FipEtiry Union TowER 
Da.ias, Texas 75201 


February 21, 1968 


RESERVE OIL AND GAS COMPANY 
550 South Flower Street 
Los Angeles, California 90017 


Gentlemen: 

Pursuant to your request, we have made an investigation of the crude oil, condensate, natural gas 
liquids and natural gas reserves of Reserve Oil and Gas Company, hereinafter referred to as the 
“Company.” 

We estimate that as of January 1, 1968 the net proved crude oil, condensate and natural gas liquids 
reserves of the Company were 14,644,265 barrels, of which 14,516,873 barrels were considered developed 
and 127,392 barrels were undeveloped. The net proved natural gas reserves were 87,481,019 Mcf, of which 
80,314,299 Mcf were developed and 7,166,720 Mcf were undeveloped. 


The distribution of these reserves between the two Company divisions and between the reserve 
categories of Proved Developed and Proved Undeveloped is as follows: 


Crude Oil, 
Condensate and 
Natural Gas 
Liquids, Natural Gas, 
Barrels Mcf 
Proved Developed Nie 
Western Division sac0.o 5 eee ee 2,854,144 10,485,482 
Mid-Continent Division .............2........-2:.--0se0---- 11,662,729 69,828,817 
Total Proved Developed 2:2..o2e82) oe 14,516,873 80,314,299 
Proved Undeveloped 
Western Division 3:00. ee 24,000 984,375 
Mid-Continent Division ..............00.0.2..2:.00e020000--- 103,392 6,182,345 
Total Proved Undeveloped ..................-..:s:-ssscssessenee 127,392 7,166,720 
Grand Total—Proved Reserves ..................2:-s:2000+ 14,644,265 87,481,019 


An anticipated additional capital expenditure of $84,175 will be required to permit recovery of the 
total proved undeveloped reserves shown above. 


The net reserves to the Company set forth above are before deduction of future oil and gas production 
required to satisfy certain existing production payments. The aggregate principal balance of production 
payments outstanding at January 1, 1968 amounted to $12,866,412. From the Company’s net proved 
reserves, approximately 3,636,433 barrels of oil and 17,815,647 Mcf of gas will be required to satisfy 
the aggregate principal production payment balances and 527,454 barrels of oil and 2,510,291 Mcf of gas 
will be required to pay the interest thereon. In addition, the proceeds from the sale of approximately 
829,557 barrels of oil and 4,047,559 Mcf of gas will be required to pay the production expenses and ad 
valorem taxes incident to the production of the oil and gas necessary to satisfy the production payments. 
In the aggregate it will require the proceeds from the sale of approximately 4,993,444 barrels of oil and 
24,373,497 Mcf of gas to retire the production payments and pay operating expenses and ad valorem taxes 
incident thereto and thereafter there will remain proved reserves of approximately 9,650,821 barrels of 
oil and 63,107,522 Mcf of gas accruing to Reserve free of the production payments. 
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Approximately 7,452,000 barrels of the estimated net proved reserves are located in fields where, 
because of restriction of production, the average current annual production rate is only approximately 5.5 
percent of the estimated reserves which, of course, affects the present worth thereof since income there- 
from will be deferred over a greater period of time. 

The Company owns interests in certain fields which, in our opinion, have potential crude oil reserves 
over and above the proved reserves previously stated herein and which may be recoverable by water flood 
operations or other secondary or pressure maintenance operations in the future. The ultimate primary 
recovery to the Company’s interests in these fields has been estimated at 9.2 million barrels. If and when 
the water flood programs which have been planned or initiated prove successful, as is indicated by engi- 
neering studies, it would not be unusual to recover additional crude oil reserves approaching 65 percent of 
the amount produced by primary methods. 

We have investigated the reserves of the Company at approximate annual intervals since 1963, and 
have investigated the reserves attributed to those properties acquired from Producing Properties, Inc. at 
approximate annual intervals since 1961. We have been afforded complete cooperation by officers and 
employees of the Company and have been given access to such accounts, records and geological and engi- 
neering reports as were desired. 

Respectfully submitted, 


JAMES A. LEWIS ENGINEERING, Inc. 


GeEorGcE S. MONKHOUSE, P.E. 
President 


Regulation 

The oil and gas industry is subject to both state and federal legislation and administrative regulation 
which, to a considerable extent, affect its activities. The operations and earnings of the Company may be 
affected from time to time to an unpredictable extent by the limitations imposed by laws and regulations 
now or hereafter in effect in the states and provinces in which its business is carried on, including those 
providing for conservation, proration, curtailment, or other forms of limiting or controlling production. 
The maximum allowable production of oil and gas from wells in some of the states in which the Company 
operates is limited to amounts which are fixed at periodic intervals by regulatory authorities in such 
states. In Canada the oil and gas industry is subject to comprehensive regulation. Approximately 73% 
of the Company’s oil reserves and 86% of its gas reserves and associated natural gas liquids reserves are 
subject to. production proration. Approximately 75% of the Company’s natural gas reserves are subject 
to regulation by the Federal Power Commission. 


Commercial and Residential Real Property and Other Activities 

In April 1966, the Company acquired the assets, subject to liabilities, of Apple Valley Building and 
Development Company in exchange for 2,500,326 shares of the Company’s Common Stock, and 63,750 
shares of 5%2% Series B Preferred Stock. The Company has since operated the property so acquired 
within its Apple Valley Ranchos Division. 

Apple Valley Ranchos Division offices are located in Apple Valley, California, an unincorporated 
desert community of approximately 12,000 people, located in the upper Mojave Desert (3,000 ft. eleva- 
tion), about 90 miles east of Los Angeles and adjacent to the city of Victorville. The Company, as did its 
predecessor, has to date limited development activities to subdividing, improving and selling land owned 
by it and by others (as exclusive sales agent), to general real estate brokerage, and to construction and 
operation, either directly or through lease arrangements, of commercial properties. The Company has 
not engaged in the business of constructing homes for sale. 

As of December 31, 1967, the Company held fee title to an aggregate of 9,776 acres in the Apple 
Valley area, most of which are in noncontiguous blocks. The only encumbrances on this land are five 


purchase-money deeds of trust on 177 acres of undeveloped land securing indebtedness with a principal 
balance of $79,526 on December 31, 1967. 
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The mode of development of the Apple Valley property has been to subdivide a specified area 
(usually 100-160 acres); grade the area; install basic roads and water main improvements; and offer the 
subdivision for sale to the public. Although the figure varies, a 160-acre subdivision generally contains 
270 to 285 residential lots. Until the Company decides to subdivide an area, it invests no money either 
in debt service (except for the small indebtedness described above) or in otherwise preparing that 
property for sale. Land is typically sold under a conditional contract of sale with a down payment of 
approximately 20% or less, balance payable at 1% per month, including interest at 6% per annum. 
Gross prices for lots sold at Apple Valley vary, depending upon location, size, and aesthetic values. The 
range of lot prices in subdivided areas has been from $3,000 to $19,500 per lot. For financial reporting 
purposes, sales of Company-owned lands are included in income at the full sales price, less costs and a 
provision for losses on future repossessions, in the year in which the contract of sale is executed (see 
Note 3 to Financial Statements of the Company). The Company has entered into a trust agreement_with 
a trust company, as trustee, pursuant to which all unsold subdivided land owned by it is held and all 
unpaid contract balances are collected by the trustee for the benefit of the Company. 


As of March 1, 1968, 45 lots owned in fee by the Company were available for purchase in sub- 
divided areas at Apple Valley. Of the remainder of the 9,776 acres held in fee, approximately 8,000 
acres are considered suitable for residential subdivision. The remainder of the acreage is, or is planned 
to be, devoted to commercial uses and community supportive activities. 


The Company (continuing the practices of its predecessor started in 1951) also acts as exclusive 
sales agent for property owned by others under trust agreements pursuant to which a trust company holds 
title to the property until the buyer completes payment in full under a conditional contract of sale. The 
trust agreements typically provide that the Company receive 50-70% of the sales proceeds and interest. 
Since this land is generally sold pursuant to conditional contracts of sale, the Company receives its share of 
payments only when and if they are made by the buyers of the lots. At December 31, 1967, net commis- 
sions receivable on these properties amounted to $4,975,534. For financial reporting purposes, these com- 
missions are recognized as income when received (see Note 4 to Financial Statements of the Company). 
Against this income, the Company will have liabilities of approximately $160,756 for salesmen’s commis- 
sions and $2,231,311 for deferred federal and state income taxes. At December 31, 1967, there were 151 
lots available for purchase in subdivisions of lands owned by others, and 252 acres of land owned by 
others had been committed under trust agreements with the Company for future subdivision. 


Directors and officers of the Company have participated individually in four trust subdivisions and 
have sold land personally owned by them on the same terms offered by the Company to other land owners, 
Since 1951, Newton T. Bass has so committed 153.55 acres; B. J. Westlund has so committed 164.90 
acres; and Joseph A. Ball has so committed 133.51 acres. Children of Messrs. Bass, Westlund and Ball 
committed an aggregate of 314.07 acres of land to such trusts during this period. At December 31, 1967, 
Newton T. Bass and Walter E. Cramer, Jr. retained individual ownership uncommitted to any trust 
agreement of 203 acres and 88.33 acres of land, respectively, in the Apple Valley area. (See “Manage- 
ment” for further information concerning these individuals. ) 


The Apple Valley Ranchos Division currently maintains branch sales offices at Long Beach, 
Anaheim, Rosemead, and North Hollywood, in addition to the Apple Valley headquarters. Approximately 
72 full-time, and 146 part-time, sales personnel work out of these offices. Salesmen are independent 


agents and are compensated on a commission basis only. Supervisory sales personnel receive a salary 
and commissions. 


During the period 1945 through February 29, 1968, the Company and its predecessors have achieved 
gross land sales (with their own and others’ land taken at full sales price) at Apple Valley aggregating 
$75,068,000, representing approximately 14,100 lots, including resales of repossessed lots. Of this number 
approximately 87% were single family dwelling lots, 11% were multiple dwelling lots, and 2% were 
commercial use lots. From 1963 to February 29, 1968, gross sales of land owned by the Company and its 
predecessors and by others in the Apple Valley area were as follows: 
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No. of Lots 


Owned by Others 
Aggregate No. of Company Subject to 
Year Amount Owned Lots Trust Agreements 
ARS c's Re Pr ore Ae de Aer ear an ah ae $1,800,000 139 178 
je) Saad ett iy ue aaa epe paneer ed 2,500,000 235 172 
1 Ae he RRR le Sra ha? osha ae EL ei 2,900,000 245 207 
1LOGG, 2 eee eee eee AI eS aa 3,500,000 249 305 
2, 9 YAR | 1 NS IRE RE aE 3,000,000 166 366 
1968 (through February 29)................ 347,000 16 42 


The decline in the gross sales of property during 1967 and early 1968 was attributable to a number 
of factors. The Company was delayed in preparing subdivisions because of extended negotiations with 
local authorities over design and drainage considerations. These matters have now been agreed upon, 
and the Company has recently completed the subdivision of land owned by others containing 80 lots and 
is offering them for sale. Furthermore, a subdivision of 539 lots of land owned in fee by the Company 
will become partially (i.e., 142 lots) available for sale in March, 1968. The aggregate decline for the entire 
year 1967 as compared to 1966 is 14.3%. 

As of December 31, 1967 there were 1,315 contracts of sale with an aggregate of principal balances 
of $5,092,332 on property originally owned by the Company and its predecessor, and 3,919 contracts of 
sale with an aggregate of principal balances of $7,746,440 on property owned by others and sold by the 
Company. The Company also on that date held a beneficial interest in 27 deeds of trust which secured 
an aggregate of $457,124 principal indebtedness to the Company. 

During the period commencing January 1, 1963 ana ending February 29, 1968 there were 408 
repossessions of property sold by the Company and its predecessors from lands held in fee. The following 
chart sets out the number of repossessions by years: 


No. of 

Repossessions 

of Company- 
Year Owned Lots 
TROON te BR Ue oP ae RS eetatIR AA ay mE MUNN Saraeten: pee 70 
NOG 4 eeerrape saute nen tie oo Ae ct en iite tee A eh ah na 18* 
OG Sie eee neem Ay. ZNO 3 EVAR UN, mee De AER 125* 
ieee ie rs, ee es hea 85 
OG ee res rie on tee ene On Me tert Len eek oe ate 95 
VOOS -( Camovigin PODEGALY 29) cence mace Bite ce cw cscs escsensebec- ceed 15 


*The disparity in the number of repossessions in these years reflects the threat 

of federal tax liabilities that had been raised with respect to operations 
of the Company’s predecessor. Because part of this proposed tax liability was 
based upon alleged gains realized by Apple Valley Building and Development 
Company in repossessing property, during most of the period of this tax 
liability dispute, repossessions were postponed if possible. This accounts for 
the increase in repossessions in 1965 when the federal tax liability then 
under consideration had been largely settled and repossessions which could 
have been made earlier were effected. 


With respect to the land use planning and flood control, the Company is subject to the jurisdictiu. 
of San Bernardino County, California. Upon reaching a decision to subdivide a portion of land, the 
Company files a subdivision map conforming to state and county law. Deed restrictions upon land sold 
by the Company at Apple Valley impose architectural controls upon the purchaser of this land. Initially, 
this architectural control is enforced by the Company; however, as a tract is developed with homes, the 
owners of the property in a tract assume the responsibility for maintaining these controls. 


The Company owns a hotel property at Apple Valley occupying 29 acres, with 101 rooms, and a 
main building of 25,000 square feet. The hotel on this property is operated under a lease agreement 
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with Frontier Hotels, Inc., a California corporation, in which the Company owns a one-half interest. 
The Company also owns other miscellaneous commercial and service buildings and facilities, including an 
airport terminal building and runway in the community of Apple Valley. None of these properties is 
currently encumbered with debt. 

A wholly-owned subsidiary of the Company, Apple Valley Ranchos Water Co., a California corpo- 
ration, is the major supplier of water to the Apple Valley community. Because of the desert nature of the 
land at Apple Valley, adequate water resources are exceptionally important to further development. 
Engineering studies indicate that the future needs of the area can be met adequately from present sources.’ 
Rates of the Water Company are controlled by the California Public Utilities Commission. 


Other Commercial Properties 

As noted above (see “Oil and Gas—Western United States Operations’), in March, 1966, the Com- 
pany acquired the assets of Long Beach Dock and Terminal Company. In addition to the oil interests 
described above, the Company acquired and continues to operate eight warehouses and other structures 
located on approximately 25 acres of land in the city of Long Beach, California. In the latter part of 1966, 
the Company constructed an additional warehouse on the property, bringing the total construction on the 
site to an aggregate of 265,000 square feet. The Long Beach property is owned in fee by the Company 
and at January 1, 1968, had a depreciated cost value of $935,962. There are no debt incumbrances 
against any of these real properties. Cash operating income, before administrative expenses, from these 
properties for the year 1967 totaled $114,143. 

As noted above (see “Oil and Gas—Mid-Continent Operations”), in April 1964 the Company 
acquired the assets, subject to the liabilities, of Fremont Valley Lands, Inc., a California corporation. 
In connection with this transaction, the Company assumed payment of Fremont’s Cumulative 514% 
Debentures in the aggregate principal amount of $190,300, which at December 31, 1967, were outstanding 
in the principal amount of $139,400. In addition to the oil and gas producing leases in Texas described 
above, the Company acquired purchase-money promissory notes secured by a subordinated lien upon 
the property sold and having an aggregate unpaid balance of $410,170 at December 31, 1967. Such notes 
principally represent the balance of the sales price for approximately 15,000 acres of land at California 
City, northeast of Mojave, California, which is now under development by Edwards-Town, Inc. While 
recourse on these notes is limited to lands sold, the Company considers that the underlying land values 
are sufficient to cover the indebtedness owed to the Company as well as the senior indebtedness secured 
by the land. 

In 1965 the Company acquired undeveloped land near Santa Maria, California, from Rice Ranch Oil 
Company (see “Oil and Gas—Western United States Operations”). The Management feels that a 
significant portion of this land has residential development potential; however, there is no present plan to 
subdivide any of this property. 


Fertilizer Production 

In June 1965 the Company completed the construction of a plant at Hanford, California, for the 
production of anhydrous ammonia, a commercial fertilizer, and after an initial period of testing and 
adjustment, the plant went into production early in October of that year. The cost of ‘the plant, the 
plant site and related facilities, was approximately $2,400,000. The plant occupies approximately 80,000 
square feet of land and is situated on a 50-acre site. 

The rated production capacity of the plant is 60 tons a day, and it has a storage capacity of 5,000 
tons. In 1967, the plant produced 18,604 tons of anhydrous ammonia (approximately 85% of its rated 
capacity), of which an aggregate of 17,045 tons were sold by the Company through its exclusive sales 
agent, Fennelly-Lauer Chemicals, Inc., of Millbrae, California. To date, the operation of the plant has 
not shown a net profit. 

The Company has commenced construction for expanding these facilities to include the production 
of ammonium phosphate and ammonium sulphate. The construction will proceed in two steps: First, 
the Company has agreed to purchase a shut down phosphoric acid plant and granulation plant which it 
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will move to its fertilizer plant. The estimated cost of this phase is approximately $400,000, of which 
$250,000 will be paid in installments of $50,000 each over a 27-month period. The second phase of the 
expansion will entail facilities for the production of ammonium sulphate from gypsum under the 
Merseburg Process used extensively in foreign countries. This process combines the sulphur content of 
gypsum with ammonia (which will be produced from the present facilities at the plant) and carbon 
dioxide to produce ammonium sulphate and calcium carbonate. The estimated cost of the second phase 
of this construction is approximately $1,100,000. Upon completion of the expansion program, the Com- 
pany’s fertilizer plant will be capable of producing dry fertilizer for which there is a ready market in 
the California Central Valley Area and will also eliminate the necessity of storing substantial quantities 
of liquid ammonia during the offseason times for use of fertilizer in this area. The Company anticipates 
that the expansion program will be completed in the early fall of 1968. 


Competition 

All of the businesses in which the Company is engaged are highly competitive. In all of them, the 
Company must meet competition from larger and more strongly financed companies. With respect to 
the Apple Valley Ranchos Division, there is no substantial competition in the Apple Valley area itself. 
However, other Southern California desert developments, some of which are located close to Apple 
Valley, do compete with Apple Valley for prospective purchasers. 


Employees 

As of December 31, 1967, the Company had 165 full-time regular employees and 10 part-time 
employees of whom it employs approximately 93 in its oil and gas operations, 15 in its commercial fer- 
tilizer operations and 67 in its commercial and residential real estate operations (exclusive of independent 
real estate sales agents). The Company has no collective bargaining agreements with any labor organization 
covering its employees. The Company has never had a work stoppage caused by labor problems and 
considers that its relations with its employees are excellent. 

Vacations, holidays, other usual benefits, and a group life insurance program are provided for 
employees at no expense to them. Hospital and medical insurance premium payments are also provided 
at no cost to the employees with the Company providing partial premium payments for dependents of 
employees. In addition, the Company’s employees are eligible to participate in Reserve’s Thrift Plan. 
(See “Thrift Plan.’’) 


MANAGEMENT OF THE COMPANY 
Directors and Officers 
The directors and officers of the Company are as follows: 


Sper une lal) eo ah keen Chairman of the Board Emeritus, Director 
SN ewtotr ds bassin eco sk et Chairman of the Board, Director 
* John sie McMillan’ jce.1-28.det. uals President and Chief Executive 

Officer, Director 

WOSCONAe Beall iia. oes fee eh ata nak Director 

Llewellyn Bieby, Irons ceo ad Director 

Waktersis Cramersfry i5iue o.8 52 Vice-President, Director 
MIVESTCO VES aE OMIIAQIR face gcae ed occenacet ends Director 

Clinton. La LOurnette 4 tend cca sicdgcant Director 

PlowaTGoG AP VIO tN is oO P sasrcasccduaiis: Director 

Wg Shi, WV OSDUMAGL (cca meee atesp cnt ean recas Director 

Harold P Greent.3 3.3 soca nas. Vice-President, Secretary 

Path De Wies Ow S. ectcheasreycresvetecsc: Vice-President 

FLODCEE TE VAN CLIO ao Sores as ise ton Treasurer 


*Member of Executive Committee 
@ Mr. Tully is not standing for reelection as a director of the Company at the meeting to be 
held April 25, 1968. 
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For more than five years prior to their election as directors of the Company, Mr. Newton T. Bass 
had been President, director and Chief Executive Officer of Apple Valley Building and Development 
Company (acquired by the Company in 1966); Mr. B. J. Westlund had been a director and major share- 
holder of Apple Valley; and Mr. Walter E. Cramer, Jr., had been an officer and director of Apple Valley, 
devoting his full time to its management; Mr. Joseph A. Ball had been a director of Apple Valley and 
was and is a partner of Messrs. Ball, Hunt, Hart & Brown, attorneys at law, Long Beach, California; 
Mr. Llewellyn Bixby, Jr., had been President and a director of Long Beach Dock and Terminal Company 
(acquired by the Company in 1966) and is President of Bixby Land Company, Long Beach, California; 
Mr. Howard C. Pyle at the present time is engaged in petroleum investments. Between 1961 and 1967 
he was a partner in Lacal Petroleum Company; Mr. Marco F. Hellman has been Senior Partner of 
J. Barth & Co., Investment Bankers, San Francisco, California, and Mr. Clinton LaTourrette has been a 
partner of LaTourrette & Co., Financial Consultants, Los Angeles, California. Mr. John R. McMillan, 
President, Director and Chief Executive Officer of the Company since 1963, was an officer of Humble 
Oil & Refining Company and of Monterey Gas Transmission Company from 1961 through 1963. 


Harold F. Green has been with the Company since August, 1954. He has served as Secretary of the 
Company since 1956 and as Vice President since 1962. 


Paul D. Meadows has been Vice President of the Company in charge of its Mid-Continent Division 
since August 1, 1966. Prior thereto, Mr. Meadows had been Vice President of James A. Lewis Engi- 
neering, Inc., Petroleum Reservoir Analysts, since 1961. 

Robert E. Aberley joined the Company in 1950, and has served as Treasurer since 1962. 


Newton T. Bass, John R. McMillan, Marco F. Hellman, and Howard C. Pyle are, and since Septem- 
ber 7, 1967, have been directors of Fargo, and John R. McMillan is President and Paul D. Meadows 
is Executive Vice President of Fargo. 


Remuneration of Directors and Officers 

The direct remuneration paid by the Company during its fiscal year ended December 31, 1967, to 
each director and officer of the Company whose aggregate direct remuneration from the Company 
exceeded $30,000, and to all directors and officers as a group, is shown in the following table: 


Capacities in 1967 
Name of Individual Which Aggregate 1967 
or Number of Remuneration Direct Deferred 
Persons in Group Was Received Remuneration Compensation 
John’ Re McMillan. tee ees .. President $ 50,967 $12,000 
Newtons. Bass (c:2..e ee ees . Chairman of the Board  56,611@ — 
Walters E* Cramere| rust ences eee .. Vice President 43,907@ — 
All Directors and Officers as a Group (presently 13 persons)................ 256,285 24,000 


@ Includes bonus payments made to Messrs. Bass and Cramer based on sales of real property 
in Apple Valley. 


Officers are also eligible to participate in the Company’s Thrift Plan (see “Thrift Plan”). 


The Company executed a contract with John R. McMillan on October 16, 1963, under which he was 
employed for a term of five years as President of the Company. The contract provided fora salary of $36,000 
per year, payable in equal monthly installments, and additional deferred compensation of $12,000 per year 
for each year of the term of the contract. ither the Company or Mr. McMillan may terminate the contract at 
any time upon sixty days’ notice. The deferred compensation provision described above is further subject 
to adjustment, depending upon the circumstances under which Mr. McMillan’s employment with the Com- 
pany is terminated. Upon termination of the employment contract by either the Company or Mr. McMillan, 
no further payment of the yearly salary will be made. This contract was amended effective April 29, 1966, to 
extend its term to December 31, 1973, to provide for a salary of $50,000 a year (instead of $36,000) and 
to continue the deferred compensation of $12,000 per year for the term of the contract as extended. 
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Apple Valley had an employment contract with Mr. Newton T. Bass, providing for a salary of $40,000 
per year for the five-year period beginning December 1, 1964. In event of his death prior to the end of 
five years, his widow is to receive one-half, or $20,000 annually for the balance of the contract term. 
The Company assumed Apple Valley’s obligation under this contract. 


The Company has entered into an agreement with Jasper W. Tully, presently Chairman of the Board, 
Emeritus, pursuant to which Mr. Tully agrees to render services as a consultant to the Company, and the 
Company agrees to pay Mr. Tully $18,000 a year during the remainder of Mr. Tully’s lifetime. Mr. Tully has 
been an officer and Director of the Company since 1932. 


The Company executed a five year contract with Paul D. Meadows as of August 1, 1966, under which 
Mr. Meadows was employed as Vice President in charge of the Company’s Mid-Continent Division. 
The contract calls for a salary of $28,000 per year plus additional deferred compensation of $12,000 per 
year for each year of the term of the contract. 


Thrift Plan 


The Company has a Thrift Plan qualified under Internal Revenue Code Section 401 for the benefit 
of certain of its employees. Officers of the Company are entitled to participate in this plan. Generally, under 
the plan participants are permitted to contribute from 1% to 5% of regular base pay, and the Company 
contributes an amount equal to the aggregate of employee contributions. In addition the Company may make 
additional contributions out of current or accumulated net profits in each year. The Trustee under the plan, 
a bank, may invest contributions with broad discretion, except that it may not purchase any securities of 
the Company. Contributions to the plan by the Company during 1967 and since commencement of the plan 
have been as follows: 


Cumulative 
Contributions 
Since 
1967 Commencement 

oe beta 

Bl ce ROG Rol I IL 1 SO ee ete cat senegal ocr $ 2,496 $ 8,360 

PIECE ASS ree eae eo, ee eine 2,280 3,420 

REN Sg OB A IVC SAN Ona sisal rT. lta eal eo a 1,608 2,412 
Principal Officers and Directors as a Group 

(Including Messrs. McMillan, Bass and Cramer)...... 9,779 23,297 

All Other Employees as a Groupye-:cci.cocccise-..-cdecseteescect-oeet 43,044 113,869 


Stock Options 


Concurrent with the employment contract with John R. McMillan dated October 16, 1963, under 
which he was employed as President of the Company and as a condition of such employment the Com- 
pany granted Mr. McMillan a restricted stock option in the amount of 30,000 shares of the Company’s 
Common Stock exercisable at the price of $8.625 per share, such price being the market price of the Com- 
pany’s stock on the Pacific Coast Stock Exchange at the time of granting of the option. The option is exer- 
cisable at any time prior to October 16, 1968, at which time the option terminates. Shareholders of the 
Company affirmed this option to Mr. McMillan on April 27, 1964. 


On April 27, 1964, the shareholders of the Company adopted a selected employees stock option plan 
covering qualified stock options under Section 422 of the Internal Revenue Code with respect to 50,000 
shares of authorized but unissued Common Stock. The maximum number of shares as to which options 
under this plan may be granted to any one employee is 10,000 shares. Each option granted under this plan 
will expire on a date determined by the stock option committee, but in no event on a date after five years 
from the date on which the option is granted. The options will be granted at a price equal to the highest 
price on the Pacific Coast Stock I-xchange for the Company’s Common Stock on the day the option is 
granted ; provided, however, that if no sale of Common Stock is made on the Pacific Coast Stock Exchange 
on the date of granting, on the next preceding day on which there was a sale. 
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Options for the entire 50,000 shares have been granted to 12 key employees under the employees 
stock options as follows: 


No. of Shares No. of Shares 
of Common Stock of Common Stock 

Covered by Called for by 

Date of Grant Expiration Date Option Price Options Outstanding 
of Option of Options Per Share Granted Options 
7-14-64 7-14-69 $ 6.875 28,000 21,250 
8- 1-66 8-171 $ 5.25 10,000 10,000 
1- 4-68 1-74-73 $16.00 12,000 12,000 


Mr. Cramer, Vice President of the Company was granted an option on January 4, 1968 to purchase 
10,000 shares of the Company’s Common Stock at the option price of $16.00 per share. No other person 
named under “Remuneration of Directors and Officers” has been granted options under the stock option 
plan. Officers and Directors as a group, including Mr. Cramer have been granted options for an aggre- 
gate of 33,000 shares under the stock option plan as follows. 


No. of Shares 


Date of Grant Option Price of Common 
of Options Per Share Stock 
7-14-64 $ 6.875 13,000 
8- 1-66 25 10,000 
1- 4-68 16.00 10,000 


The above does not include the restricted stock option for 30,000 shares of Common Stock granted 
to Mr. McMillan on October 16, 1963 and referred to above. 


Officers and Directors as a group (not Mr. Cramer) have exercised options to purchase an aggregate 
of 6,000 shares of Common Stock at an aggregate option price of $41,250. At the time of exercise the 
aggregate high bid price for such stock was $114,000. 


For information regarding the market value of the securities called for by the Company’s outstanding 
stock options, see “(Comparative Data”—“Range of Security Prices,” and see Note 11 to “Notes to 
Financial Statements—Reserve.” 


Interest of Management and Others in Certain Transactions 


Clinton LaTourrette, a director, owned substantial stock interests in Fremont Valley Lands, Inc. prior 
to its acquisition by the Company in 1964. Mr. LaTourrette did not deliberate in the discussions nor did 
he take part in the vote of the Board of Directors of the Company in respect of the Fremont acquisition. 


Llewellyn Bixby, Jr., became a director of the Company in 1966 upon the Company’s acquisition of 
Long Beach Dock and Terminal Company (See “Description of Business and Properties of the Com- 
pany”) in which Mr. Bixby had substantial stock interests and of which Mr. Bixby was President and 
a director. 


Newton T. Bass and B. J. Westlund, directors, and Mrs. Virginia McConkey, became associated 
with the Company in 1966 after it acquired Apple Valley Building and Development Company in which 
they had substantial stock interests and of which Messrs. Bass and Westlund were officers and directors. 
Messrs. Bass and Westlund and Mrs. McConkey have entered into an escrow agreement with the Com- 
pany with respect to certain of their shares of the Company’s Common Stock. The stock holdings of 
these individuals and terms of the escrow agreement are described at “Principal Holders of [Equity 
Securities”. 


Joseph A. Ball and Walter E. Cramer, Jr. became associated with the Company in 1966 after it 
acquired Apple Valley Building and Development Company of which they were shareholders and directors 
and of which Mr. Cramer was an officer. 
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Prior to their association with the Company, Messrs. Ball and Westlund had contracted with the 
Company to sell their interests in Apple Valley Ranchos Water Co. (60% of outstanding stock) to the 
Company for cash within a 30-day period following consummation of the Apple Valley Building and 
Development Co. acquisition. Having received 40% of the outstanding stock of the Water Company in 
the Apple Valley transaction, the Company consummated the contract with Messrs. Ball and Westlund 
after they had been elected directors of the Company. 

Newton T. Bass, B. J. Westlund and Joseph A. Ball have participated individually in the subdivision 
of their lands in the Apple Valley area. (See “Commercial and Residential Real Property and Other 
Activities” for information concerning such participation. ) 

Marco F. Hellman, a director, is Senior Partner of J. Barth & Co., investment bankers, to whom the 
Company paid commissions aggregating $20,000 in connection with the acquisitions of certain properties 
in April, 1964, and November, 1965. J. Barth & Co. was also an underwriter with respect to the Com- 
pany’s Debentures and certain shares of Common Stock and received compensation as such. Mr. [ellman 
did not take part in the vote of directors which authorized the Company’s issuance of the Debentures. 

Officers and directors of the Company as a group own 7,300 shares of Common Stock of Fargo 
amounting to 0.86% of the outstanding voting stock of Fargo. 


Principal Holders of Equity Securities 

The following table presents information as to the holdings of Common Stock and Series A and 
Series B Preferred Stock and Debentures of the Company as of January 31, 1968, by each person who 
owns of record or beneficially more than 10% of the outstanding voting stock of the Company, and 
beneficially by all directors and officers of the Company as a group. 


% of Outstanding 
Shares Owned Shares 
% of Convertible 
Preferred Preferred Total Debentures 
Type of Class Class Class Class Voting (Principal 
Name and Address Ownership Common A B Common A B Stock Amount) 
Newton T. Bass() ................ Record and 
P. O. Box 1 Beneficial@) 450,768 — 11,130 9.76 — 10.57 9.72 
Apple Valley, California Record@ 46,224 — 2,304 1.01 — 2.19 1.02 
Baal eWestlund(@) fue Record and 
668 McVey #30 Beneficial@ 858,181 — 16,859 18.58 — 16.02 18.41 
Lake Oswego, Oregon 
Virginia W. McConkey(@)...... Record and 
Route 3, Box 372 Beneficial@ 457,665 — 11,474 9.91 — 10.90 9.87 
Shelton, Washington Record® 37,236 — 1,856 81 — 1.76 82 
Officers and Directors as a 
Groupie an a Sas ees Bencficial® —1,458,274.5 NL Open 01647, cer Sle SSawe 639) 1eec 02S ae S 139 $1,000 


@® Messrs. Newton T. Bass, B. J. Westlund and Mrs. Virginia W. McConkey, former shareholders of Apple Valley 
Building and Development Company, acquired by the Company in 1966 (see “Commercial and Residential Real Prop- 
erty and Other Activities”) received their shares of the Company stock as a result of such acquisition. These indi- 
viduals entered into a contract in April, 1966, with the Company which provided that they initially deposit 1,000,000 
shares of the Company’s Common Stock in escrow and that with respect to these shares, the Company has the “right 
of first refusal” to purchase at market price if any of them desire to sell any of the escrowed shares, other than in 
sales in an offering registered with the Securities and Exchange Commission or sales exempt from such registration, 
and they granted to the Company an irrevocable proxy to vote the escrowed shares for the election of directors of the 
Company, but upon no other corporate matter, for a period of five years or until the shares are released from escrow, 
whichever first occurs. The contract states that in voting the shares pursuant to said proxy, it is the intention of the 
parties that the Company vote said shares in favor of the election of the management nominces for directors including 
four nominees designated by these individuals. This escrow was established with Security First National Bank in Los 
Angeles, California, with 805,000 shares of Common Stock currently on deposit with that Bank as follows: 

Newton T. Bass 135,000 shares 
BiasaWestlund\| 22:2... sete 535,000 shares 
Virginia W. McConkey 135,000 shares 


(Notes continued on following page) 


® (a) 1,718 shares of Common Stock, 81 shares of Series B Preferred which are held by Frances A. Bass, wife 
of Mr. Bass; 


(b) 1,028 shares of Common Stock and 52 shares of Series B Preferred which are held by Frances A. Bass 
as Custodian for the two minor children of Mr. and Mrs. Bass; 


(c) 37,236 shares of Common Stock and 1,856 shares of Series B Preferred which are held by Mr. Bass and Virginia 
W. McConkey, Trustees of the Leann Bass Brauch Trust No. 1; or 


(d) 8,988 shares of Common Stock and 448 shares of Series B Preferred which are held by Mr. Bass and Norman 
Rasmussen, Trustees of the Eric Bass Family Trust. 


Mr. Bass disclaims beneficial ownership of these shares. 


The statement of beneficial ownership above, does not include 154,080 shares of Common Stock and 7,680 shares of 
Series B Preferred Stock owned by Dorothy R. Westlund, wife of Mr. Westlund. Mr. Westlund disclaims beneficial 
ownership of these shares. 


@® Includes 322,665 shares of Common Stock held by Mrs. McConkey as Trustee under Trust Agrement in which she 
has the beneficial interest. 


@® Mrs. McConkey disclaims beneficial ownership of these shares which are held as indicated in footnote 2(c) above. 


Officers and directors as a group also owned of record as Trustees, beneficial ownership of which has been disclaimed, 
47,659 shares of the Company’s Common Stock and 2,304 shares of Series B Preferred Stock, aggregating 1.05% of 
the outstanding voting shares of the Company. Members of officers’ and directors’ families owned beneficially 190,166.5 
shares of the Company’s Common Stock and 7,865 shares of Series B Preferred Stock beneficial ownership of which 
has been disclaimed by the respective officers and directors, aggregating 4.17% of the voting shares of the Company. 


No other persons hold of record or beneficially more than 10% of the outstanding voting shares of 
the Company. 


DESCRIPTION OF BUSINESS AND PROPERTIES OF FARGO 
General 


Fargo Oils Ltd. is an amalgamated company under the laws of the Province of Alberta, under and 
by virtue of a certificate of amalgamation dated June 30, 1960, issued by the Registrar of Companies 
of the Province of Alberta. Its executive offices are located at 550 South Flower Street, Los Angeles, 
California, and its general offices at 630 Sixth Avenue Southwest, Calgary, Alberta, Canada. For some 
years prior to September, 1967, 27.1% of the outstanding Common Stock of Fargo was owned by 
General American Oil Company of Texas. On September 7, 1967, the Company purchased all shares of 
Fargo owned by General American Oil Company of Texas and is presently the owner of these 2,310,626 
shares of Common Stock of Fargo constituting 27.1% of its outstanding stock. The shares were pur- 
chased by the Company for $11,091,004.80 cash (i.e., $4.80 per share), which purchase price was deter- 
mined in arms-length negotiations between the Company and General American. Upon consummation 
of the purchase, four of the seven members of the Board of Directors of Fargo resigned and Messrs. 
Newton T. Bass, John R. McMillan, Marco F. Hellman and Howard C. Pyle, all Directors of the Com- 
pany, were elected to fill the vacancies thus created; and at this time, John R. McMillan, President of 
the Company, was elected President of Fargo, and Paul D. Meadows, Vice President of the Company, 
was elected Executive Vice President of Fargo. 


Oil and Gas 


From its incorporation, Fargo has been engaged in the business of exploring for, developing and 
producing oil and gas in the Western Provinces of Canada (British Columbia, Alberta, Saskatchewan 
and Manitoba). 


Fargo sells its crude oil and condensate at posted field prices generally to major companies. During 
1967, the average price received for crude oil, condensate and plant products was $2.02 per barrel, after 
production taxes and transportation charges. Gas production by Fargo is usually sold to purchasers 
directly from the wellheads pursuant to long-term contracts. During 1967, the average price received 
from the sale of natural gas was 16 cents per mcf. Fargo owns substantial natural gas reserves in British 
Columbia currently shut-in due to lack of market outlets. A major portion of these gas reserves are 
attributable to Fargo’s interest in the Petitot River Field in extreme northeast British Columbia. 
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Many of Fargo’s producing properties are included in unit operations of the fields in which its prop- 
erties are located; and in most instances, the units are conducting secondary recovery programs, including 
water injection. See “Oil and Gas Properties” herein. 


Oil and Gas Sales 

The following table shows the quantities of oil and gas sold by Fargo in the five year period from 
1963 through 1967, net to its interests from producing wells in which it owned an interest and the amount 
thereof dedicated to production payments: 


Crude Oil, Condensate and ; 
Plant Products (Bbls) Natural Gas (Mcf) 
Amount Amount 
Thereof Thereof 
Net Dedicated to Net Dedicated to 
Total Production Total Production 
Year Sales Payments Sales Payments 
1 AO CR ieee i PRI MIN 2d a fue Pe 1,075,613 609,500 1,886,196 150,200 
OG AE COLORS Nee Renter ete Ah 1,169,165 577,100 1,758,945 111,300 
IO ea, Se es 1,248,730 539,800 2,789,337 202,000 
1OOGs ee EE Ee Se aia ee 1,479,785 623,600 2,725,004 196,800 
Oi i ate ee eed ed.) yA ama 1,563,204 609,300 3,049,742 228,700 


Drilling Operations 

The following table shows the results of Fatgo’s exploratory and development drilling during the 
five year period from 1963 through 1967. Gross wells are those in which Fargo participated and net wells 
are Fargo’s interest in such gross weils: 


Exploratory Wells Development Wells 
Completed (or Abandoned) Completed (or Abandoned) 
as as 
Oil Wells Gas Wells Dry Holes Oil Wells Gas Wells Dry Holes 
Year Gross Net Gross Net Gross Net Gross Net Gross Net Gross Net 
HOGS eee rn ee 9 4.00 2 0.38 8 2.68 27 16.90 — — 3 2.25 
NOGA eae te Ber c, 2 1.25 1 0.13 3 0.56 67 27.69 — — 14 6.70 
LT eG NNO eee aE eres — — 2 0.36 10 2.00 45 27.64 1 0.25 2 1.50 
TOGO ose ote eee 3 0.83 2 0.43 7 1.08 34 15.90 1 0.50 5 3.63 
NOG ee eres aoc 3 1.72 3 0.82 9 2.54 22 11.93 2 0.54 10 5.97 


Oil and Gas Properties 


In the aggregate, as of December 31, 1967, Fargo owned interests in 303 gross oil wells or 195,71 
net oil wells and 86 gross gas wells or 26.21 net gas wells. During 1967, Fargo’s average daily production 
amounted to 4,282 barrels of oil and condensate and 8,355 Mcf. of gas. The following table shows as of 
December 31, 1967, the gross and net working interest wells of Fargo by Provinces: 


No. of 


° No. of Produci No. of Produci 
Producing ae aegis 
Uhtar seth Interest—Oil Interest—Gas 
Province Leases Gross Net Gross Net 
British Columbia. <:.......:./...-.--.-: 29 36 6.28 44 10.32 
Aiberta: Cee te Sa Ce at 34 53 19.12 29 3.51 
Saskatchewan .i:2i 5602002. 59 182 157.71 13 12.38 
Masnitobat sic cau 10 32 12.60 — — 
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In addition to the above, Fargo has contributed to unitized areas 138 gross oil wells, or 86.31 net 
oil wells, and 12 gas wells, or 5.25 net gas wells. The following table shows as of December 31, 1967, 
gross and net working interest wells which I'argo has contributed to units by provinces: 


No. of Company No. of Company 
Wells Contributed Wells Contributed 
to Units, Working to Units, Working 
Interest—Oil Interest—Gas 
Province Gross Net Gross Net 

AIBer ta on eet ee Boe ees oe eae ea ae ee 30 12.01 12 S25 
Saskatchewan coc: gt hese. ie te tak We | eee oe or a 91 63.15 — — 
Manitobagecg cree ede teh 28 ae eee es 17 eS —— -- 


At December 31, 1967, Fargo owned working interests in 2,097,805 gross acres or 646,836 net acres 
of unproved oil and gas properties, as follows: 


Acres 
Province Gross Net 
British Colunbave 22 eee 985,979 298,265 
Alberta: 2....- ie ie oe ee 373,849 126,931 
Saskatchewan 28 Gees oe 235,074 90,048 
Manitoba 2.5 22555 ee ee 2,817 1,197 
Northwest Territories .................. 500,086 130,395 


In addition, Fargo owns royalties under properties developed and operated by others. For the year 
1967, Fargo received $87,741 royalty income. 


Fargo has followed the practice of financing the development of producing properties by the sale 
of production payments which are repaid out of the proceeds of production. The principal amount of 
production payments sold during each year, amounts paid thereon and amounts outstanding at December 
31 of each year are set forth in the following table: 


Aggregate 
Amount Principal Amount 
Sold Payments Outstanding 
During During on 
Year Year December 31 
1963 i he ck Re es $ 741,000 $1,128,599 $1,845,357 
1964. cc eee on ont eee 2,096,000 1,089,412 2,851,945 
ih? ss eee ee EE es let 2,496,000 1,030,041 4,317,904 
1966) 5. ceiee | sca eee ee 1,390,000 1,122,452 4,585,451 


1967) 21:08. 4 ee ee 2,925,000 1,121,946 5,988,505 


All production payments include provisions for amounts equivalent to interest ranging from 614% 
to 6-5/6% per annum accruing monthly on the unrecovered balances. 


Oil and Gas Reserves 


The following letter of James A. Lewis Engineering Co., Ltd., Petroleum Reservoir Analysts, 
Calgary, Alberta, Canada, presents an analysis of the future recoverable hydrocarbons from the properties 
of largo: 
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JAMES A. LEWIS ENGINEERING CO. LTD. 
Petroleum Reservoir Analysts 
736 E1rcutH AVENUE S.W. 
CALGARY, ALBERTA 


February 21, 1968 


Farco O1ts Ltp. 
630 Sixth Avenue S.W. 
Calgary, Alberta 


Gentlemen: 


In accordance with your request, we have determined the net proved reserves of crude oil, natural 
gas, natural gas liquids and sulphur owned by Fargo Oils Ltd. (hereinafter referred to as Fargo). 


As of January 1, 1968 the net proved crude oil, condensate and natural gas liquids reserves owned 
by Fargo have been estimated to be 18,926,854 stock tank barrels. On the same date, l‘argo’s net natural 
gas reserves were 131,873,052 Mcf. Sulphur recovery expected with production of the above gas reserves 
has been estimated to be 980,216 long tons. These reserves are net to Fargo after deduction of all royalties 
and overriding royalties owned by others but before deduction of reserves dedicated to the retirement 
of the outstanding production payments. Distribution of these reserves by province is as follows: 


Oil, 
Condieneate 
and NGL’s, Gas, Sulphur, 
Barrels Mcf Long Tons 
Working Interest 
PIDC rt aie us er ese 7,872,997 99,128,848 980,180 
BritishsG@olumbia:....0e bs oa oS 2,179,926 30,437,204 — 
Manitoba ects eh ee ae te 888,445 — — 
Saskalcue wate 2).n ok ate pete oS 7,737,546 — — 
Se Up Mees as OaMer eR OE Cer, | ee es 18,678,914 129,566,052 980,180 
Royalty Interest 
WiarioliswATeasH ke6e ek ee 247,940 2,307,000 36 
EOWA TN: bh oie ee fe estan: Sate 18,926,854 131,873,052 980,216 


All of the above reserves are developed producing except 20,398,597 Mcf of shut-in gas reserves 
located in British Columbia. The liquid hydrocarbon reserves are composed of 16,523,991 barrels of oil 
and 2,402,863 barrels of condensate and natural gas liquids. 


Future capital investments required for adequate expansion of producing facilities for recovery of 
the above reserves have been estimated to be $1,260,300. 


Currently outstanding production payments amount to $5,988,505. A production forecast of the 
dedicated properties indicates that this debt will be retired in less than four years. Interest on the unpaid 
balance in the interim will total $477,223 for a total monetary requirement by Fargo of $6,465,728. It is 
estimated that approximately 2,620,000 barrels of oil, condensate and natural gas liquids, 6,367,000 Mcf 
of natural gas and 52,000 long tons of sulphur will be required to satisfy this debt and related produc- 
tion expenses. Remaining net reserves to Fargo, free of encumbrances, are therefore estimated to be 
16,306,854 barrels of liquid hydrocarbons, 125,506,052 Mcf of natural gas and 928,216 long tons of sulphur. 


Approximately 31 per cent of the oil reserves owned by Fargo (5,146,000 barrels) are located in 
fields where future producing rates will be held below productive capacity by proration to market demand. 
Essentially all of the company’s sulphur reserves (980,000 long tons) and slightly over half of its natural 
gas reserves (70,000,000 Mcf) are located in Crossfield, Alberta. 
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Fargo owns interests in certain fields which, in our opinion, have crude oil reserves over and above 
those previously stated which should be recoverable by waterflood operations. In most instances such 
operations have been underway for a short period of time and additional performance verification is 
required before these reserves can be considered proved. The ultimate primary recovery to the company’s 
interests in these fields has been estimated to be 6.4 million barrels. Where pressure maintenance opera- 
tions are successful, it is not unusual to recover additional crude oil reserves approaching 75% of the 
expected recovery by primary methods. 


The findings reported herein are based on a comprehensive investigation of the Fargo interest prop- ' 
erties, the detailed results of which were submitted to the company on February 16, 1968. During the 
preparation of these studies, we have had access to the offices and records of the company in Calgary, 
Alberta and have been afforded complete co-operation by officers and employees of the company. 


It was not deemed necessary to conduct field examinations of property conditions and the character 
of ownership and other factual data furnished by the company have been accepted as represented. 


Very truly yours, 


JAMES A. LEWIS ENGINEERING CO. LTD. 


J. E. Micuaup, P. Ene. 
JEM:gs President 


Gas Plants 


The following table shows Fargo’s interest in various gas plants, all located in Alberta, Canada: 


Name of Plant 
Carstairs-Crossfield Crossfield East Sylvan Lake Three Hills Creek 
Operator ...... opal) An bs Ske Me) EN, Paiva ot ss Home Oil Pan American Hudson’s Bay Pan American 
Company Petroleum Oil and Gas Petroleum 
Limited Corporation Company Limited Corporation 
sy pesoryplanity a5 ts ee ee eee te es refrigeration- refrigeration- absorption- absorption- 
absorption sulfinol dessicant dessicant 
argo's ititeres tees 2.) ne ee ee 1.177% gas— 5.923913% .6691% 
12.8129905% 
sulphur— 
9.413%* 
Total Plant Capacity : 
Raw) gasimimct pen daysso. sense re 305 142 50 10 
Residue gas, mmcr per dayse. 2) ee 256 87 43 10 
Propane) barrels! per dayse0.21.s-ssceceee 3,700 — 712 — 
Butaneybacrels petudaysccct snc 3,150 — 436 — 
Pertanes, barrels \periday......n.ese ee 10,400 1,060 582 134 
Sulphur, long tons per day............---.-..es---00--++ 42 1,480 _ ; — 


*See “Sulphur Plant” below. 


Sulphur Plant 


Fargo is a participant in a plant constructed in 1967 in the Crossfield, East Field, Alberta, Canada, 
designed to produce 1,480 long tons of sulphur per day from sour gas when fully operative. This plant will 
extract sulphur from sour gas produced from the Crossfield, East Field D-1 Sour Gas Reservoir. After 
treatment in the plant, Fargo’s share of the unit gas is returned to its credit as sweet gas available for sale. 


Fargo initially nominated for a 9.4% interest in the sulphur plant and gas gathering facilities. 
Its interest would -require an estimated aggregate cash payment of $2,600,000.00 by Fargo, of which 
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$1,848,000.00 was paid in 1967. Fargo’s actual interest in the plant will be adjusted to correspond to 
Fargo’s interest in the Crossfield, East Field D-1 Sour Gas Reservoir. Studies currently in progress 
indicate Fargo will own an approximate 8.1% in the unit and plant. Fargo’s share of the construction 
costs will then be adjusted accordingly. 


Fargo has contracted to sell its share of the sulphur produced from the plant for a period of three 
years at prices ranging from $45 per metric ton in 1968 to $43 per metric ton in 1970 f.o.b. the plant. 


Pipeline Company 


British Columbia Oil Transmission Co. Ltd. (“BCOT”) was formed to transport oil from the 
Blueberry Area to Taylor Flats where it connects with Western-Pacific Products Pipeline to the West 
Coast. The line cost approximately $3,500,000, which consisted of $2,710,000 of 614% debentures and the 
balance in equity capital contributed by the participants. At December 31, 1967, there were $1,350,000 
of debentures still outstanding and they will be redeemed by the payment of $150,000 annually for a 
period of 9 years commencing 1968. At December 31, 1967, BCOT had a government-approved rate of 
return of 814%. It is the intention of BCOT to make application in the spring of 1968 to have this 
rate increased to 10%. Fargo has a 21.67% interest in BCOT and its share of net income generated by 
BCOT is currently in the order of $50,000 per year. This line presently serves the Aitken Creek, 
Blueberry and Inga Pools with a throughput at the year end of approximately 4,200 barrels per day. 
With existing facilities, the pipeline is capable of handling 5,000 barrels per day and can be increased 
to 15,000 barrels per day with additional compressors. 


Competition and Regulation 


The business in which Fargo is engaged is highly competitive and Fargo must meet competition 
from larger and more strongly financed companies. The oil and gas industry is subject to comprehensive 
regulation in each of the Provinces of Canada in which Fargo operates. Approximately 31% of Fargo’s 
oil reserves, but none of its gas reserves and associated natural gas liquid reserves, are subject to pro- 
duction proration by the applicable Provincial authorities. 


Employees 


At December 31, 1967, Fargo employed 34 full-time regular employees and one part-time employee. 
Fargo has no collective bargaining agreements with any labor organization covering its employees, and 
has never had a work stoppage caused by labor problems. ‘argo considers its relations with its employees 
to be excellent. 


Vacations, holidays and salary continuation during illness are provided for employees at no expense 
to them. A group life, hospital and medical insurance program is provided for the employees and their 
dependents with Fargo and the employees sharing the cost equally. 


Fargo has a profit sharing plan qualified under Section 79C of The Canadian Income Tax Act for 
the benefit of all employees. The employee contributes 214% and Fargo contributes 714% of the employ- 
ee’s regular base pay. The increase in the value of the plan is calculated at the end of each year and 
allocated to each member, and the portion attributable to Fargo’s contribution vests with each member, 
50% after five years and 5% each year thereafter until a member is fully vested after 15 years participa- 
tion. The trustees under the plan, two officers and a trust company, may invest the contributions with 
broad discretion. Contributions to the plan which became effective January 1, 1967, by Fargo since 
commencing of the plan have been as follows: 


Principal.officerssassa group.ssanento: eh $ 2,295 
All other employees as a group.-..::-2....000..0.0..2i.k $13,883 


Jo 


MANAGEMENT OF FARGO 


Directors and Officers 
The Directors and officers of Fargo are as follows: 


Name Title 
Bert V. Richardson, Q.C. ................ Chairman of the Board, Director 
*Johnn Ro McMillan 22) pe President, Director 
*Newton Te Bass 2008, He ees Director, Chairman of the I’xecutive 
Committee 
*Marco\F) Hellman)..3.233 nes: Director 
*Howard) CuPylega nee Director 
HooLyleJestleyrcieg 22% cate es Director 
Maclean -E..- Joneses... pect toe Director 
Paul sD,» Meadows i.<.06 iets Executive Vice President 
Russell. FE. Dertell turn. sue eee Vice President and General Manager 
Dawid. Wo Talbote 02 cee ie Vice President and Secretary-Treasurer 


*Member of Executive Committee 


John R. McMillan has been President, Chief Executive Officer and Director of Reserve since 
October 16, 1963. Prior thereto and since 1961, he was an officer of Humble Oil & Refining Company 
and President and Director of Monterey Gas Transmission Company. 

Newton T. Bass has been Chairman of the Board and Director of Reserve since April, 1966, when 
Reserve acquired Apple Valley Building and Development Company. Prior thereto, Mr. Bass was Presi- 
dent and a Director of Apple Valley and devoted his full time to the management thereof for in excess 
of five years. 

Marco F. Hellman has been a Director of Reserve since 1964 and is Senior Partner of J. Barth & 
Co., investment bankers, San Francisco, California. 

Howard C. Pyle has been a Director of Reserve since 1962. At the present time Mr. Pyle is engaged 
in Petroleum Investments. I*rom 1961 to 1967 he was a partner in Lacal Petroleum Company. 

Paul D. Meadows has been Vice President of Reserve in charge of its Mid-Continent Division 
since August 1, 1966, and prior thereto was Vice President of James A. Lewis Engineering, Inc., 
since 1961. 

Bert V. Richardson, Q.C., is Counsel to the firm of Richardson, Taylor, Huband, Wright & Kehler, 
Barristers and Solicitors, Winnipeg, Manitoba, and has been a Director of Fargo since 1953. 


H. Lyle Jestley is the Senior Partner of Jestley, Kirstiuk, White & Jones, Barristers and Solicitors, 
Vancouver, British Columbia, and has been a Director of Fargo since 1952. 

Maclean E. Jones is a partner of Chambers, Saucier, Jones, Peacock, Black, Gain & Stratton, Bar- 
risters and Solicitors, Calgary, Alberta, Canada. He was appointed a director of Fargo on March 5, 1968, 
to fill a vacancy created by the resignation of Mr. Paul W. Matthews. 


Remuneration of Directors and Officers 
No officer or director received in 1967 aggregate remuneration in excess of $30,000, and the 
aggregate remuneration of the 13 persons as a group, who were directors or officers of Fargo, was 


$36,000. 


Stock Purchase Plan 
Fargo employees having six months continuous employment and employed at December 31 of each 
year are eligible to participate in the Fargo employees stock purchase plan, which has been in effect for 
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the past ten years. Under this plan, each eligible employee may purchase at the beginning of each year 
the number of shares of Fargo Common stock determined by dividing 10% of the employee’s base pay 
for the preceding year by the market value at December 31 less the purchase price to be paid by the 
employee. Such purchase price to the employee is 10% of the market price at December 31 or $1 per 
share, whichever is higher. 7407 shares remain available for purchase under the plan. 


Fargo does not deduct its contributions toward the purchase of the shares in computing its income 
tax. All employees are Canadian residents and realize taxable income to the extent of Fargo’s contribution 
toward the purchase of the shares they acquire, with the right to elect to have such income taxed at their 
average effective tax rate for the preceding three years reduced by 20% of the amount of said contri- 
butions to a maximum of $200. 


Principal Shareholders 


The following table presents information as to the holdings of Common Stock of Fargo at Decem- 
ber 31, 1967, by each person who owns of record or beneficially more than 10% of the outstanding 
voting stock of Fargo and beneficially by all Directors and officers of Fargo as a group: 


Common % of Total 
Type of Shares Voting 
Name and Address Ownership Owned Stock 
Reserve Oil and Gas Company...u.....2.2.2..2..ceseceeseeeceeeeeeee enone Record and Beneficial 2,310,626 27.1 
550 So. Flower St., Los Angeles, Calif. 
@Micers and WirectOrs as! a ie OUp cc ncesercc cc ce eccges eee srescesesce Beneficial 29,581 0.30 


Officers and Directors of Reserve own in the aggregate 7300 shares of the Common Stock of 
Fargo amounting to 0.086% of the total voting stock of Fargo. 


The Directors and senior officers of Fargo have a material interest in the Arrangement to the extent 
that they were on the Ist day of March, 1968 beneficial owners of shares of Fargo as follows: 


Shares 


Beneficially 
Owned, 

Directly or 

Directors and Officers Indirectly 
Bert V. Richardson, L.L.B., Q.C., Chairman of the Board................ 4,000 
Ny Woah on Pons ep SB boo 08) ec Sei aeean OO MEDS Bete es Meare came Trine sy 10,000 
Maclearei Jones Director aia 205s A ee eS a ee Bo 10 
Newton Rass: Director cee atc ue eta hel Saale nel te 1,000 
John R. McMillan, President and Director ........2......2..22:2:seeseeeeeeoee 1,000 
Marco; bc ELeniiath) DIReClOn haat. fs te ee en tease bate 2,000 
Floward.C Pyle Director cpt ash vast oe beih We ReNahs nae ates 2,000 
a Vic aba nCG) E PESIbeI NE fai AUN. late oO ol a lh 4,685 
Russell, Ee; .Dertell .VicelPresidentcy ol a ees eo 4,896 

Other Senior Employees 

de UY Ce Oh FRE Fos Ca (YR ane Rts ste an ar eae Benen CER RR aera Ra 484 
Wistar). Grniminoham nase s enc ett t wa) tee p castes ob vecareetbesc a ebed 4 184 


Certain individuals have been Directors and senior officers of Fargo since January 1, 1967 and are 
not now Directors or senior officers of Fargo. The present beneficial ownership of shares of Fargo by 
these individuals is not known to Fargo and is not reasonably within the power of Fargo to ascertain or 
procure in as much as these individuals are no longer connected with Fargo. 
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DESCRIPTION OF SECURITIES OF RESERVE 
The following is a brief summary of certain of the terms and provisions of the 614% Convertible 
Subordinated Debentures due December 15, 1992, the Preferred Stock (including Series A and Series 
B) par value $25 per share, and the Common Stock, par value $1 per share, of Reserve, which will be 
outstanding after consummation of the exchange offer. The summary does not purport to be complete 
and is subject in all respects to the terms and provisions of the Indenture referred to below and the 
Articles of Incorporation of Reserve. 


Description of Debentures 


Under an indenture dated as of December 15, 1967, between Reserve and Security First National 
Bank, Los Angeles, California, Trustee, Reserve had outstanding at December 31, 1967, Debentures 
in the aggregate principal amount of $14,000,000 bearing interest at 614% per annum and entitled to 
an annual sinking fund sufficient to redeem $700,000 principal amount of Debentures beginning with the 
year 1978. In addition, Reserve may, at its option, on or before the last business day prior to December 
15 of each year beginning with 1975, make an optional sinking fund payment in cash in an amount 
sufficient to redeem up to, but not exceeding, $700,000 principal amount of Debentures. The right to 
make Optional Sinking Fund Payments is noncumulative. 


The payment of the principal of (and premium, if any) and interest on the Debentures are sub- 
ordinated in right of payment to the prior payment in full of all Superior Indebtedness of Reserve. 
Superior Indebtedness is defined to include indebtedness of Reserve whether outstanding on the date 
of the Indenture or thereafter incurred, which is (i) for money borrowed and for the payment of which it 
is responsible or liable as obligor, guarantor or otherwise, or (ii) evidenced by a note or other written 
instrument incurred, assumed or guaranteed in connection with the acquisition by the Company or any 
subsidiary of any properties or assets, other than the Debentures, and indebtedness expressly made not 
superior in right of payment to the Debentures. 


The Indenture provides that Reserve will not pay or declare any dividend on, or make any distribu- 
tion to the holders of, its Common Stock and that neither the Company nor any subsidiary will purchase, 
redeem or otherwise acquire for a consideration any share of Reserve’s Common Stock or make any 
payment on account thereof, if, after giving effect to such dividend, distribution, purchase, redemption, 
acquisition, or payment, and to any other such dividend declared but not yet paid, the aggregate of all 
such payments subsequent to December 31, 1966, would exceed the sum of (a) the net proceeds received 
by the Company from the issue or sale of its Common Stock after December 31, 1966, including the 
issue or sale of shares upon conversion after December 31, 1966, of Debentures or other debt securities 
of Reserve, and (b) Consolidated Net Income (as defined in the Indenture) since December 31, 1966. 
This provision, however, does not prevent or restrict (1) acquisition of Common Stock in exchange for, 
or out of the proceeds of the sale of, Common Stock (and such transactions will not be taken into 
account in calculations under such provision), (ii) payment of a dividend within 60 days after its 
declaration if payment was permitted at the date of declaration (but such dividends will be taken into 
account), (iii) declaration or payment of stock dividends (and they will not be taken into account), 
(iv) payment of regular fixed dividends on any preferred stock, except any preferred stock issued as a 
stock dividends or other distribution to stockholders (but such payment will be taken into account), or 
(v) purchase or redemption of the Series A Preferred Stock or Series B Preferred Stock of Reserve 
(but such purchase or redemption will be taken into account). 


The Debentures are convertible, at the option of the holders, into Common Stock of Reserve at an 
initial conversion price of $13.125 per share at any time up to the close of business on December 1, 1992 
except that such privilege will terminate at the close of business on the 15th day prior to any redemption 
date as to Debentures called for redemption or if the date fixed for redemption is an interest payment 
date, on the record date for such interest payment date. The conversion price is subject to adjustment 
in certain events, including dividends in Common Stock, subdidisions or combinations of Common 
Stock, and issues of Common Stock or options to purchase Common Stock or securities convertible into 
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Common Stock at less than the existing conversion price under certain circumstances and the payment 
of dividends other than cash. 

The Debentures are subject to redemption upon not less than 30 days’ notice by mail (a) on Decem- 
ber 15 in any year, beginning with December 15, 1978, through operation of the Sinking Fund, and 
beginning with December 15, 1975, through operation of the Sinking Fund by application of Optional 
Sinking Fund Payments, as described above, at a Sinking Fund Redemption Price equal to their prin- 
cipal amount, together with accrued interest, and (b) at any time, in whole or in part, at the election 
of Reserve at a Redemption Price equal to the principal amount, together with a premium commencing 
in the year 1968 of 6.125% and decreasing annually thereafter to the year 1986 and at 100% of princi- 
pal amount thereafter, together in each case with accrued interest to the Redemption Date. 


Description of Capital Stock of Reserve 


Reserve’s authorized capital consists of 15,000,000 shares of Common Stock, Par Value $1, and 
400,000 shares of Preferred Stock, Par Value $25, of which 32,000 shares have been classified as 51%4% 
Cumulative Convertible (Voting) Preferred Stock, Series A, and 108,489 shares have been classified as 
544% Cumulative Convertible (Voting) Preferred Stock, Series B. As to the 259,511 undesignated 
shares of Preferred Stock, the Board of Directors is authorized to fix or alter the dividend rights, divi- 
dend rate, conversion rights, voting rights, rights and terms of redemption (including sinking fund pro- 
visions), the redemption price or prices, the liquidation preferences, the designation of and the number 
of shares constituting any such designated series without further Common Shareholder action. Following 
is a description of the Common Stock as well as brief summaries of certain provisions respecting the 
Series A and Series B Preferred Stock. 


Dividend Rights 


After full cumulative preferred dividends on the Reserve’s outstanding Series A and Series B Pre- 
ferred Stock have been paid or set aside for payment, the holders of the Common Stock shall be entitled 
to dividends in such amounts as may be declared by the Board of Directors. Payment of dividends on the 
Common Stock (other than stock dividends), and the repurchase or redemption of shares of Common 
Stock are restricted by the terms of the Debentures. (See “Description of Debentures” and see Note 7 
to “Financial Statements—Reserve’’. ) 

The holders of both Series A and Series B Preferred Stock will be entitled to receive, out of the net 
assets of Reserve legally available for the payment of dividends, as and when declared by the Board 
of Directors, cumulative cash dividends, at, but not exceeding, an annual dividend rate of $1.375 per share, 
payable quarterly on the last days of March, June, September and December of each year, which divi- 
dends accrue from the dates on which the respective Series A and Series B Preferred Stock are issued. 
The Debentures do not contain any restriction on the payment of dividends on the Series A or the Series 
B Preferred Stock so long as Reserve is not in default with respect to such indebtedness. 


Voting Rights 

The Common Stock and Series A and Series B Preferred Stock possess ordinary voting rights 
for the election of directors and in respect to other corporate matters, each share being entitled to one 
vote. In the election of directors, shareholders have the right to cumulate their votes. In the event 
that dividends on either, or both, the Series A or Series B Preferred Stock then outstanding shall be in 
arrears for six or more full quarterly dividend periods (whether consecutive or not) the holders of the 
Series of Preferred Stock on which such arrears exist, voting separately as a class, shall have the right to 
elect two less than a majority of the directors. Such voting rights terminate when the default is cured. 

As to the Series A and Series B Preferred Stock, without the vote or written consent of holders 
of two-thirds of the outstanding Series voting as one class, Reserve may not (i) adversely change or 
alter the designations or preferences, privileges, restrictions and other rights of such Series of Preferred 
Stock, or (ii) issue any shares of any class or series of stock which have preference or priority as to 
dividends or assets over such Series of Preferred Stock unless such shares of the new class or series of 
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stock shall be issued, either alone or with other equity securities of Reserve, for a consideration other 
than cash or consideration partly other than cash, the total value of which, as determined in good faith 
by the Board of Directors, shall equal or exceed one and one-half times the aggregate par value or invol- 
untary liquidation preference of the shares of the new class or series of Preferred Stock then to be 
issued, whichever is higher. 


Liquidation Rights 

In the event of voluntary liquidation, the holders of the Series A and Series B Preferred Stock are 
each entitled to receive an amount equal to the redemption price then in effect, and in the event of invol- 
untary liquidation, the holders of the Series A and Series B Preferred Stock are each entitled to receive 
the par value thereof, prior to any payment on account of the Common Stock. After payment of such liqui- 
dation preferences, neither the Series A nor Series B Preferred Stock is entitled to participate in any fur- 
ther distribution, and the holders of Common Stock are entitled to share ratably in all assets remaining 
after payment of such preferences. 


Conversion Rights 


The Common Stock has no conversion rights. The Series A and Series B Preferred Stock is con- 
vertible at the option of the holders thereof into Common Stock at the conversion price (taking the shares 
of Series A and Series B Preferred Stock at their par value of $25 per share and subject to anti-dilution 
adjustments) of $9.25 per share of Common Stock, with respect to the Series A Preferred Stock and at 
$10 per share of Common Stock with respect to the Series B Preferred Stock. 


Redemption Rights 


The Common Stock is not redeemable. The Series A and Series B Preferred Stock may be redeemed 
at the option of Reserve any time after June 1, 1970, and April 30, 1971, respectively, at 106% of 
par value, decreasing by one percentage point per year thereafter until May 31, 1976, and April 30, 1977, 
respectively, and thereafter at 100% of par value. 


Preemptive and Other Rights 


There are no preemptive, subscription or redemption provisions applicable to the Common Stock or 
preemptive or subscription rights available to the Series A or Series B Preferred Stock. 


The Transfer Agents and Registrars of the Common Stock are as follows: 


Transfer Agents Registrars 
Crocker-Citizens National Bank Security First National Bank 
453 South Spring Street 124 West Fourth Street 
Los Angeles, California Los Angeles, California 
The Chase Manhattan Bank First National City Bank 

(National Association) 55 Wall Street 
One Chase Manhattan Plaza New York, New York 


New York, New York 


INFORMATION CONCERNING FARGO 


The information contained herein regarding Fargo and Fargo’s financial statements annexed hereto 
has been furnished by Fargo and Reserve is relying upon Fargo for the accuracy thereof. 


By OrRpDER OF THE BOARD OF DIRECTORS 


Harotp F. GREEN, Secretary 
Dated at Los Angeles, California 
March 8, 1968 
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REPORTS OF CERTIFIED PUBLIC ACCOUNTANTS 


The Board of Directors 
RESERVE OIL AND GAS COMPANY 


We have examined the accompanying balance sheet of Reserve Oil and Gas Company at December 
31, 1967, the related statement of income for the five years then ended, and the related statements of 
earned surplus and capital surplus for the three years then ended. Our examination was made in accord- 
ance with generally accepted auditing standards, and accordingly included such tests of the accounting 
records and such other auditing procedures as we considered necessary in the circumstances. We have 
received the reports of other certified public accountants with respect to their examinations of the 
financial statements of Apple Valley Building and Development Company for the three years ended 
September 30, 1965 and of Long Beach Dock and Terminal Company for the three years ended July 
31, 1965, all of which are included in Reserve’s financial statements named above (as described in 
note 1 thereto). / 


In our opinion, based upon our examination and the reports of other certified public accountants 
referred to above, the statements mentioned above present fairly the financial position of Reserve Oil 
and Gas Company at December 31, 1967 and the results of its operations for the five years then ended, 
in conformity with generally accepted accounting principles consistently applied during the period after 
the restatements (which we approve) explained in note 1. 


ARTHUR YounNG & CoMPANY 
San Francisco, California 
February 28, 1968 


~ 


The Board of Directors 
RESERVE OIL AND Gas CoMPANY 


We have examined the statements of income and earned surplus of Apple Valley Building and 
Development Company for the three years ended September 30, 1965. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the account- 
ing records and such other auditing procedures as we considered necessary in the circumstances. 

In our opinion, such financial statements (not shown separately herein) present fairly the results of 
operations of Apple Valley Building and Development Company for the three years ended September 30, 
1965, in conformity with generally accepted accounting principles applied on a consistent basis during 
the period. 


WINDEs, McCLaucuHry & Co. 


Long Beach, California 
November 18, 1965 


The Board of Directors 
RESERVE OIL AND GAs CoMPANY 


We have examined the statements of income and earned surplus of Long Beach Dock and Terminal 
Company for the three years ended July 31, 1965. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances. 


In our opinion, such financial statements (not shown separately herein) present fairly the results of 
operations of Long Beach Dock and Terminal Company for the three years ended July 31, 1965, in 
conformity with generally accepted accounting principles applied on a consistent basis during the period. 


Winpbes, McCiaucury & Co. 


Long Beach, California 
December 13, 1965 
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RESERVE OIL AND GAS COMPANY 


BALANCE SHEET 
December 31, 1967 


Assets 
CurrENT ASSETS: 
Cash—including certificates of deposits, $2,315,000....................2...-1-.1eee- 
AXCCOUNTES’ "TECER VAD Le ee So weer a area neler ee rename oe aes EE 
Installment contracts and notes receivable (note 3)............-..---.-cecsscssee-sesee> 
Commissions. receivable: (note: 4) scoop dorset cancecgeschpecgnse Meteo edie soccer ee 
Inventories,’ at? COSt™ (MOCE O:) oc ear acess een o-aacc oe epn irene ore eee 
Prepaid’ expenses: os. 220 oa 2 ee ee 
INVESTMENTS AND LONG-TERM RECEIVABLES: 
Installment contracts and notes receivable (note 3).........-.....2-.-2-:::0:e0ceeeeeeeees 
Commissions, receivable, (note; 4c sii ete aee een eee ree 


Investment in Fargo Oils Ltd. and subsidiary company, at cost (note 12).... 
Undeveloped fand, ‘at cost:2¢ 2.5 eee ee eo eee eee eee 


PROPERTIES (notes 2 and 6): 


Oil and gas properties—gross carrying value..................-----2:-0e0-eee--es-+ ste 
Less balance of reserved, production payments. =..22. he. S50 yee 


Oil and«gas :properties—cost: saat. ne. Cae BeBe ee ee 
Commercial and other properties eostin2.6).2). vane ee 


Less accumulated: depletion: and :depreciation®..1..:150....22:5-2e nee 


DEFERRED CHARGE, tnamortized debt expense (note 7).........-....-.:0:1::0eseeeesees 


See accompanying notes. 
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$ 4,188,099 
1,463,447 
1,119,170 
1,162,800 

842,469 
764,825 


9,540,810 


4,365,862 
3,437,734 
11,466,005 
928,612 


20,198,213 


44,677,186 


12,852,173 


31,825,013 
4,901,451 


36,726,464 


21,076,319 


15,650,145 


523,104 


$45,912,272 


RESERVE OIL AND GAS COMPANY 


BALANCE SHEET 
December 31, 1967 


Liabilities and Shareholders’ Equity 
CurRRENT LIABILITIES: 


UMTS BMGT Fee ISA A oR ER RE A acre eee Ree ie ERE AA EA ES WORE 
Accounts payable—trade 
Accrued liabilities : 


d RENEE NALS S10 FS aa nap an RR ORT IO 6 OE TR eB $299,323 
Dimneralimohts.andvother taxes. .c. ieee  eeee htecets 132,617 
OMSETIICLIOLINCOStSy Payable oi.ne ee eres ee oa saten tate est acne 329,988 
PORMEISSIOUS SOV ADIC: Leow nc ht ee te esd dite Sneatt 110,000 
ELS VT Re oles Cg RRM EE NORE SAE EA EA ct ea ser MRI ag Rita 207,912 


Lonc-TERM LIABILITIES: 
6%4% convertible subordinated debentures 
Mie we Cemer Sh LODZ MANOR Tynes osc aes Lah scene tus saapteenn 
Notes payable and other long-term debt (note 7) 
CUTCTAT SST TOS PSA RN Vs C0 EN a a re eh ene am nn ene on Om Ee a 
Deferred federal and state income taxes (notes 4 and 8) 


DEFERRED INCOME, less related income taxes (note 4).............-2-..-:-21::-2:ceeeeeeeeee= 
COMMITMENTS AND CONTINGENCIES (notes 8 and 13) 
SHAREHOLDERS’ Equity (notes 1 and 7): 
Capital stock: 
Preferred stock, $25 par value: 
Authorized 400,000 shares ; issued 28,600 shares Series A and 108,231 
shares Series B (including 2,435 treasury shares) (notes 9 and 10) 
Common stock, $1 par value: 
Authorized 15,000,000 shares; issued 4,532,974 shares (including 
20,387 treasury shares); reserved for options and conversion of 
preferred stock and debentures 1,488,472 shares (notes 9, 10 and 11) 
Capital surplus 
RAGTC CU ESUT Sie ce tore ee ire a. ee nee tenet are et ee ere tt LT 


Treasury stock, at cost: 2,435 Series B preferred shares and 20,387 
common shares 


See accompanying notes. 
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$ 85,667 


1,185,657 


1,079,840 


2,351,164 


14,000,000 
378,472 
156,429 

4,405,000 


~ 18,939,901 
2,449,000 


3,420,775 


4,532,974 
2,686,749 
11,617,692 


(85,983) 


22,172,207 


$45,912,272 


RESERVE OIL AND GAS COMPANY 


STATEMENT OF EARNED SURPLUS 


Three years ended December 31, 1967 


Years Ended December 31, 
1965 1966 1967 
Balance, beginning of year (note 1) $6,179,180  $ 8,167,293 $ 9,881,570 
Net income from statement of incOmMe................-------cecseeecseseeeereeees 2,207,149 1,803,028 1,923,806 
Net income of Apple Valley Building and Development Company 
for the three months to December 31, 1965 (note 1)................---- 184,773 
Net income of Long Beach Dock and Terminal Company for 
the five months to December 31, 1965 (note 1) ...-..-....-.eo----+- 36,734 
8,386,329 10,191,828 11,805,376 
Dividends paid: 
Predecessor merged COmpamnieS..........---.-.-+--s-sseceeeeeeeecenseeseeeee Se 192,575 162,559 
Reserve Oil and Gas Company preferred stock.....-.....-.2.-.--.:-:-+-+ 26,461 147,699 187,684 
219,036 310,258 
Balance,end: of year tect incest cece tctasccerercoereersanees $8) 167,293 © 9 $9,881,570 S11, 617.692 
See accompanying notes. 
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RESERVE OIL AND GAS COMPANY 


STATEMENT OF CAPITAL SURPLUS 
Three years ended December 31, 1967 


Years Ended December 31, 
1965 1966 1967 

Balance, beginning of year (note 1) $3,135,259 $3,026,772 $2,605,124 
Expenses incurred in connection with mergers (note 1): 

Rice earch Oil orm part yest gee ee eas (108,487) 

Apple Valley Building and Development Company.....................---.-- (303,221) 

Long Beach Dock and Terminal Company............-..-----------ec---e0eee-o00" (118,427) 
Excess of the par value of Series A and B preferred stock over the 

par value of common stock issued in conversion thereof.................. 81,625 
Balarice:meridmo tiny Cates. sees on a See ee Reet $3,026,772 $2,605,124 $2,686,749 

See accompanying notes. 
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RESERVE OIL AND GAS COMPANY 


NOTES TO FINANCIAL STATEMENTS 


1. Acquisitions 


In April, 1964 the Company acquired the assets, subject to the liabilities, of Fremont Valley Lands, Inc. of Los 
Angeles, California, in exchange for 172,640 shares of Reserve common stock. The merger has been accounted for in 
accordance with the pooling-of-interests concept. The accompanying financial statements combine the results of Reserve’s 
and Fremont’s operations for the whole of the calendar year 1964, while for the year 1963 the results of Reserve’s 
operations for its year ended December 31 have been combined with Fremont’s for its year ended the preceding July 31. 
The results of Fremont’s operations for the five months ended December 31, 1963 have been excluded from the statement 
of income, but included in earned surplus. The balances shown in Fremont’s accounts have been revised retroactively 
to conform with Reserve’s methods of accounting for intangible drilling costs, depreciation, depletion and deferred 
income taxes. / 


In May, 1965 the Company acquired the assets, subject to the liabilities, of Rice Ranch Oil Company of Los Angeles, 
California, in exchange for 215,000 shares of Reserve common stock and 32,000 shares of Reserve Series A, 544% cumu- 
lative convertible preferred stock. The merger has been accounted for in accordance with the pooling-of-interests concept 
and, accordingly, the results of operations of Rice Ranch are included for all years shown herein. 


In March, 1966 the Company acquired the assets, subject to the liabilities, of Long Beach Dock and Terminal 
Company of Long Beach, California, in exchange for 338,028 shares of Reserve common stock and 44,739 shares of 
Reserve Series B, 514% cumulative convertible preferred stock. The merger has been accounted for in accordance with 
the pooling-of-interests concept. The accompanying financial statements combine the results of Reserve’s and Long 
Beach’s operations for the whole of the calendar year 1966, while for the years 1963 through 1965 the results of Reserve’s 
operations for its years ended December 31 have been combined with Long Beach’s for its years ended the preceding 
July 31. The results of Long Beach’s operations for the five months ended December 31, 1965 have been excluded from 
the statement of income but included in the statement of earned surplus in 1966. The balances shown in Long Beach’s 
accounts for 1965 and 1966 have been revised retroactively to conform with Reserve’s method of accounting for intan- 
gible drilling costs; similar items in prior years were not material. 


In April, 1966 the Company acquired the assets, subject to the liabilities, of Apple Valley Building and Development 
Company of Apple Valley, California, in exchange for 2,500,326 shares of Reserve common stock and 63,750 shares of 
Reserve Series B, 514% cumulative convertible preferred stock. The merger has been accounted for in accordance with 
the pooling-of-interests concept. The accompanying financial statements combine the results of Reserve’s and Apple 
Valley’s operations for the whole of the calendar year 1966, while for the years 1963 through 1965 the results of Reserve’s 
operations for its years ended December 31 have been combined with Apple Valley’s for its years ended the preceding 
September 30. The results of Apple Valley’s operations for the three months ended December 31, 1965 have been 
excluded from the statement of income but included in the statement of earned surplus in 1966. 


The excess of the aggregate par value of Reserve’s preferred and common stock issued in the mergers with Rice 
Ranch, Long Beach, and Apple Valley, over the aggregate stated values of common stock of the acquired companies 
(and the excess of the aggregate stated value of the Fremont preferred and common stock over the aggregate par value 
of the Reserve common stock issued in the merger), has been charged (credited) to combined capital surplus. Expenses 
of the mergers have also been charged to combined capital surplus. 


Reserve’s income previously reported for 1966 has been restated to show as an extraordinary item the reduction in 
federal income tax attributable to the realization of loss carryforwards. 


2. Purchases of properties 


In September, 1963 the Company acquired substantial oil and gas producing properties in the Mid-Continent area. 
These properties were acquired subject to production payments existing at the date of purchase and production payments 
reserved by the seller. In August, 1965 the Company acquired certain gas properties in California which were also 
subject to existing production payments. All of these production payments include provisions for amounts equivalent to 
interest ranging from 5%% to 634% per annum, accruing monthly on the unrecovered balances. The acquired properties 
are stated in the Company’s property accounts at the cash consideration paid plus the principal amount of the production 
payments at the date of purchase. The aggregate unpaid balance of the production payments is payable solely out of pro- 
duction from the properties and so is shown as a deduction from the total carrying value of the properties acquired. See 
note (b) to the Company’s statement of income included elsewhere herein for information as to the Company’s method 
of accounting for the proceeds from the sale of production applied to the production payments. 
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RESERVE OIL AND GAS COMPANY 


NOTES TO FINANCIAL STATEMENTS (Continued) 


3. Installment contracts and notes receivable 


The long-term portion of these receivables is substantially represented by installment land sales contracts which are 
generally collectible over a 12-year period at the rate of one percent per month including interest; these land sales have 
been included in income in the year of sale. Title to the property is not conveyed to the purchaser until the contract has 
been paid in full. Accordingly, the Company has the right to repossess land if the contracts are in default. An allowance 
for repossessions of $394,105 at December 31, 1967 has been offset against installment contracts receivable. 


4. Commissions receivable and deferred income 

The Company has exclusive sales agency contracts with certain landowners in the Apple Valley area. The majority 
of land sales made under these agreements are on the installment basis, and the Company receives its commissions as the 
contracts are paid. The Company has no enforceable claim against the purchaser or the original owner of a lot, but has 
the right to resell repossessed lots. Commission income is accordingly recognized as cash payments are received. An allow- 
ance for uncollectible commissions of $375,000 at December 31, 1967 has been offset against commissions receivable. Because 
of the contingent nature of the commissions they are offset in the balance sheet by an equivalent amount of deferred 
income and related income taxes. 


5. Inventories 


The following is a tabulation of the inventory values used in computing costs and expenses: 


Beginning of Period December 31, 
1965 1966 1967 1967 
Petroleum products, at average COSt -....-..:.-:-sss-ssss-- $ 68,482 $247,485 $404,559 $445,713 
Subdivided’ land iat® costing aes re 343,176 262,520 108,492 163,752 
Materials and supplies, at or below average cost...... 216,255 231,012 227,889 233,004 
Total, at cost (lower than market value).................- $627,913 $741,017 $740,940 $842,469 


6. Property, plant, and equipment 


Intangible drilling costs incurred on productive wells are capitalized, while those incurred in the drilling of dry holes 
are charged to expense. No amortization is provided while oil properties are in the nonproductive state. Depletion of 
acquisition costs of productive oil lands and intangible drilling costs are computed on a unit-of-production basis. Deprecia- 
tion of well and lease equipment is computed on the unit-of-production basis; buildings and other equipment are depreciated 
on the straight-line and declining-balance methods at rates varying from 214% to 334% per annum. 


The Company provides for depletion and depreciation of oil and gas propertics on the unit-of-production method 
computed by divisions (i.e., Western Division and Mid-Continent Division). 


Upon the sale or retirement of complete facilities, the difference between the net book value and the amount realized is 
charged or credited to income. Where only part of the equipment on producing properties is retired, the cost less the amount 
realized is charged to the reserve account, except that in certain cases of jointly-owned properties operated by others, the 
cost of minor items of equipment retired is not reported by the operator and, consequently, the Company merely credits the 
reported salvage value to the asset account. On retirement or sale of an asset depreciated on the straight-line or declining- 
balance methods, any gain or loss is included in the statement of income. 


The costs of maintenance and repairs necessary to maintain facilities in operating condition, as well as minor renewals, 
are charged to operating expenses. Betterments and major renewals are capitalized. Inasmuch as the ordinary maintenance 
work of oil and gas properties is performed by the regular oil field operating personnel, no segregation of these expenses 
is maintained on the books. 


7. Debentures and notes payable 


In December, 1967 the Company issued $14,000,000 of 614% convertible subordinated debentures due December 15, 
1992. Under the terms of the Indenture, the debentures are unsecured obligations of the Company and are convertible 
into common stock at $13.125 per share, subject to anti-dilution adjustment. At December 31, 1967 there were reserved 
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RESERVE OIL AND GAS COMPANY 


NOTES TO FINANCIAL STATEMENTS (Continued) 


1,066,666 shares of the Company’s unissued common stock for issuance upon conversion of the debentures. Beginning in 
1978, the Company is required to pay each year into a sinking fund an amount sufficient to redeem $700,000 principal 
amount of debentures. The Company may, at its election, redeem the debentures (1) by application of sinking fund 
payments or (2) at any time, in whole or part at redemption prices ranging from $106.125 in 1968 to $100.25 in 1986 
and at the face amount thereafter. Sinking fund requirements may be reduced by the principal amount of debentures volun- 
tarily converted into common stock and the amount of debentures redeemed at the election of the Company. 


Cash dividends and other cash distributions on the common stock of the Company are limited to the sum of net 
income earned by the Company after 1966 plus an amount equal to the net proceeds received by the Company from the 
issue of its common stock after 1966. Debentures in excess of $2,000,000 were converted into common stock of the 
Company in the first two months of 1968. / 


The Company estimates that $1,344,000 of the issue price of the debentures is applicable to the conversion feature, 
but does not presently propose to provide for amortization thereof; the annual charge for which is not in any event 
expected to be material. 


The aggregate amounts of maturities of notes payable and other long-term debt for the years 1968 to 1972 are as 
follows: 


Year 
Year 


8. Federal and State income taxes 


The liability for deferred federal and state income taxes represents estimated taxes applicable to installment land 
sales and commissions receivable on exclusive sales agency contracts. 


At December 31, 1967, the Company had an operating loss carryforward of approximately $1,500,000, which may be 
utilized as follows: $1,500,000 through 1968, $900,000 through 1969, and $60,000 through 1970. The tax returns for the 
loss years have not yet been examined by the Internal Revenue Service. 


Prior to its acquisition by Reserve, Fremont Valley Lands, Inc. had provided for deferred federal and state income 
taxes on profits from sales of land reported on the installment basis for tax purposes. In the course of conforming 
Fremont’s methods of accounting with those of Reserve (see note 1) and after appropriate allowances for present 
estimates of the deferred income tax, the accumulated provision has been reduced by $734,988. In Reserve’s statement 
of income shown elsewhere herein, this reduction has been included in the provision for federal income tax and allocated 
among the periods affected. 


9. Capital stock 

In December 1967, the Company amended its Articles of Incorporation, after shareholder approval, to increase its 
authorized capital from 200,000 shares to 400,000 shares of preferred stock, $25 par value, and from 5,000,000 shares to 
15,000,000 shares of common stock, $1 par value. 


10. Preferred stock 

Each share of the Company’s Series A and Series B 514% cumulative convertible (voting) preferred stock is (a) 
convertible into 2.703 shares (for Series A) and 2.500 shares (for Series B) (both subject to anti-dilution adjustments) 
of common stock at the shareholder’s option, and (b) callable by the Company, at its option, on or after June 1, 1970 
for Series A, and May 1, 1971 for Series B at 106% of par value, decreasing by one percentage point per year until 
May 31, 1976 for Series A, and April 30, 1977 for Series B, and at 100% of par value thereafter. At December 31, 1967 
there were reserved 341,806 shares of the Company’s unissued common stock for issuance upon conversion of the preferred 
stock. 


The remaining shares of authorized preferred stock shall have such conversion, dividend and voting rights, and other 
privileges as the Board of Directors shall designate, if and when such shares are issued. 
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RESERVE OIL AND GAS COMPANY 


NOTES TO FINANCIAL STATEMENTS (Continued) 


11. Common stock reserved for options 

On April 27, 1964, the shareholders approved adoption of a qualified stock-option plan on 50,000 shares of common 
stock, and ratified the grant of an option given in 1963 to purchase 30,000 shares of common stock at the market price 
of $8.625 per share on the date of grant, for a total of $258,750. Under the qualified stock-option plan, the Company 
has granted to certain officers and key employees options to purchase shares of its unissued common stock at the market 
prices on the dates granted. 

Following is information with respect to options granted, exercised, cancelled, expired, outstanding, and exercisable for 
the years ended December 31, 1965, 1966, and 1967: 


1965 1966 1967 
Options granted: aa 
Number: of sShares espe e neces oes pone conan toceences 3,500 10,000 None 
Option price per share .......-...-.--:ec:s-+-mesessee $6.625 $5.25 
Totalioptioniy price ric ceaceeaeae vacate ecctoeseestcnnee $23,188 $52,500 
Dates"exerncisable tiers ee... April 1966— August 1967— 
April 1970 August 1971 
Options exercised -...........--:--ncccecccscessesseeneeseenses None None None 
Options cancelled: 
Number of ssharest erin cssssecccpcteseetncosncens None 1,000 3,500 
Option price per Share ........-....----essescssses--e $6.875 $6.625 
Total options price perc. ae ee eee z= $6,875 $23,188 
Options expired: 
Number: Of Shares ject oo occ ecerncenemne see None None None 
Option price per Share ............-..cscscesceceeeoeoe 
Total option, price <c.c..2s rte wc. ccecetmestenenncoes 
Options outstanding at end of eee 
Number of shares -2....-.2....2.-..----cscecescsoseeseseeseee 62,500 71,500 68,000 
Option price per share . Se AN sce $6.625 to $5.25 to $5.25 to 
$8.625 $8.625 $8.625 
Total option price -...u........--c-scecccnseeeeeeeeeeee as $481,313 $526,938 $503,750 
Options exercisable at end of period: 
Number of shares .........-.--.-.--s.-se-ssceecseceseees 59,000 61,500 68,000 
Option price per share ..........-....--.-c-:s+:sses-0+ $6.875 to $6.625 to $5.25 to 
$8.625 $8.625 $8.625 
Totalhoption pricey ocee eee eee eo $458,125 $474,438 $503,750 
Market value at date options became exer- 
CiSAD le eee eet ee hee uae Ns ed i $371,250 $389,250 $456,875 


12. Investment in Fargo Oils Ltd. and Subsidiary Company 
Fargo Oils Ltd. 

In September, 1967, the Company purchased for $11,091,005 (at $4.80 per share) 2,310,626 shares, or 27.1% of the 
outstanding stock of Fargo Oils Ltd., an oil and gas exploration and development company of Calgary, Alberta, Canada. 
The purchase was financed by interim borrowing and subsequently refinanced by sale of debentures as described in Note 7. 

Fargo Oils Ltd. reported (in Canadian dollars) gross income of $3,642,576 and net income of $941,764 for 1967, 
none of which is reflected in the Company’s financial statements. 


The closing price of the common stock of Fargo Oils Ltd. on December 29, 1967 for shares traded on the American 
Stock Exchange was in excess of the Company’s per share cost of its 27.1% interest in Fargo. 


The Company intends to make available to Fargo shares of its common stock for transfer to the other shareholders 
of Fargo in exchange for all of their holdings of Fargo’s common shares at the rate of .43 shares of Reserve for each 
share of Fargo. If this transaction is consummated Reserve expects to account for it as a pooling-of-interests. 
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RESERVE OIL AND GAS COMPANY 


NOTES TO FINANCIAL STATEMENTS (Continued) 


Apple Valley Ranchos Water Co. 
The Company’s investment in its wholly-owned subsidiary, Apple Valley Ranchos Water Co., a public utility, 
is shown in the accompanying balance sheet at cost, which approximates book equity. 


13. Commitments 
The Company has commenced construction to expand its fertilizer production facilities; the total estimated cost 
is approximately $1,500,000. 


14. Supplementary profit and loss information 
The amounts shown below are included under costs and expenses in the statement of income: 


Years Ended December 31, 


1965 1966 1967 
Maintenance anderepainse ie eee eee Si (a) $ (a) $ (a) 
Depletion, depreciation, and abandomments.............-...--2.:::2-ece--eeseeeeeeee 2,177,307 2,442,258 2,452,585 
axes. other thansvincome:taxesi((b) sce eee eet eee eee eee 666,723 669,000 684,000 
Management and service contract fees 298,000 244,000 275,000 
FROME Sct cc-sooce css tecnes weccassoe cence aetecccte aes ee nes aera eae ee a a eee 49,000 62,000 34,000 


(a) Maintenance and repairs are charged to operating expenses as incurred. All actual betterments are capitalized. 
Inasmuch as the ordinary maintenance work is performed by the regular oil field operating personnel, no segrega- 
tion of these expenses is maintained in the accounts. 


(b) Taxes: 
Mineral’ rights and property tax@S).ccccccsscscsesse eters esses estes $ 389,802  $ 417,000 $ 415,500 
Production ‘taxest.< 2.5 ee ee See ee 183,000 198,000 216,500 
Franchise.taxes*. ¢.2:..04.4 es EA ee ek 93,921 54,000 52,000 


$ 666,723 $ 669,000 $ 684,000 


Sales and excise taxes (which are recorded as part of the cost of the materials to which they apply) and payroll 
taxes (which are included in the total payroll cost charged to the appropriate asset or operating expense account) are 
not shown in the above summary. There were no royalties, other than oil and gas royalties, paid during the three years 
ended December 31, 1967. 
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FINANCIAL STATEMENTS—FARGO OILS LTD. 


ACCOUNTANTS’ REPORT 


The Board of Directors, 
Farco O1rs Ltp. 


We have examined the balance sheet of Fargo Oils Ltd. as of December 31, 1967 and the related 
statements of income for the five years and statements of paid-in surplus and earned surplus for the three 
years ended December 31, 1967. Our examination was made in accordance with generally accepted auditing 
standards, and accordingly included such tests of the accounting records and such other auditing procedures 
as we considered necessary in the circumstances. 


In our opinion, such financial statements present fairly the financial position of Fargo Oils Ltd. at 
December 31, 1967 and the results of its operations for the five years then ended, in conformity with 
generally accepted accounting principles applied on a consistent basis. 


Peat, Marwick, MITCHELL & Co. 
Chartered Accountants 


Calgary, Alberta 
February 13, 1968 
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FARGO OILS LTD. 


BALANCE SHEET 


December 31, 1967 
(Stated in Canadian Dollars) 


Assets 
Current assets : 
CASI hiss: torrssendastosenecc sselacstecuacie so wees te cininiaee orogirasetae Sena aan armrests $ 455,475 
Accounts receivable: 
i A | aba ll Mili epi Lap ee ends tia Heart lean Alon He fds ee 614,598 
Ce ee Ree OU Ee SUD ONE ee 10,566 
625,164 
Inventories : 
Crude (oil. at: C0Stsi noes 2 Se ise n eere en ae eie 18,526 
Oil well supplies, at average Cost... co2 cote. do eocaenareseceeweeerpoees 139,425 
157,951 
Prepaid €XpenSes asa.ecitinicosccnasceenqiadeuaeioe dissonant renee eatame 2,103 
Total current ‘assets... 525005 pct eee e eee 1,240,693 
Investments in other companies—at cost (no quoted market value) : 
Notes. and ‘dhe berrturres sac j.a,2:.toscseace tenes thes enancomer= easy eeeaee cena tea meets 67,559 
Slates ies iMasasees sagt coche debate ett ee Baar ee 4,267 
71,826 
Advances. and deposits—at: COS. 22x... -ee-cnscencinensecnncpsnuentuentesctconnnetecises 41,033 
Oil and gas properties, plant and equipment (Notes 2 and 3) : 
Producitig oil‘arid gas: properties: 0c cctete ete eee 20,361,584 
Less allowance for depletion and depreciation.................-.-.-.---+++ 5,503,244 
14,858,340 
Less unpaid production payments...................c---tsseceescesecsennseceeenee 5,988,505 
8,869,835 
Undeveloped leases and royalties......2-.22-2-c.sec-sctecessateceseasacasecmeacess 2,883,576 
Dehydrating plant and other equipment, less allowance for 
depreciation of) $786;128 27 Pion ee eee 257,911 
12,011,322 
$13,364,874 


See accompanying notes to financial statements. 
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FARGO OILS LTD. 


BALANCE SHEET 


December 31, 1967 
(Stated in Canadian Dollars) 


Liabilities 
Current liabilities : 

Accounts payable: 

PETACE) Bis CoS RN rere Cae Reiter mre ee ccne ans mes snaee a Zoe $ 370,176 
(Gis alban ia nln A toda Me nda e oll, Ai c4-0i Se deteth tlllek Ade ila ahaa 898 
371,074 

Accrued liabilities—interest on notes payable...............-.-...:+2:--+-+ 10,193 

Notes payable due within one yeat............-..-+---s+c-secesseceeeseeeeeeeeees 134,800 

Total ‘current abilities. ae oe ee 516,067 
SU MOLES Da yale (ANCE Hy Venn Saas nscs trop tccapes erecta cs vovesas scat sctaseeN 404,399 
Less amount due within one yeat...........-20-.:00:-s-cseessseseecesseeseeceeee 134,800 
269,599 

Capital shares (Note 7) : 

Ordinary common shares of $1 par value per share. 

Authorized 9,000,000; outstanding 8,519,682..............---...:0-0-:+0+-+- 8,519,682 
PANG SEMIS NOLES b AIM 2) ote cre wcrege tenes actin caneaslitos aa thncice senators 500,889 
Earned ssurpias, (IN OteS il Aid |Z yoo sscesccectsenedyrens ine oohetdeencdessvcrelaes ent lone 3,558,637 

12,579,208 
Commitments and. contingencies (Note 4) 
$13,364,874 


See accompanying notes to financial statements. 
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FARGO OILS LTD. 


STATEMENTS OF PAID-IN SURPLUS AND EARNED SURPLUS 


Three Years Ended December 31, 1967 
(Stated in Canadian Dollars) 


Year Ended December 31 
1965 1966 1967 


Parp-1n SurpLus (Note 1): 
Balance: at sbeomning wl peridds...122. 6s ee oe $ 448,977 460,697 475,043 
Add excess of market value over option price at date of 
grant applicable to common stock issued upon the exer- 


cise of options (Note 7).............-- Toe soy a Rate ee 11,720 14,346 25,846 
Balance atjendset: period’. .2 00.5 $ 460,697 475,043 500,889 
EARNED SurpPLus (Note 1): 
Balance at heginhing oft periods:.3 a eee ee $1,095,089 1,795,325 2,616,873 
Add net. profitséor’the!period.2¢, 2520205 hes en ees 700,236 821,548 941,764 
Balance: at wetdeot period: ).5.:4 0 Staak: ec ae eee ees $1,795,325 2,616,873 3,558,637 


See accompanying notes to financial statements. 
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FARGO OILS LTD. 


NOTES TO FINANCIAL STATEMENTS 


1. As of December 31, 1962 $10,751,281 was appropriated, with shareholders’ approval, from paid-in surplus to eliminate 
the company’s consolidated deficit at that date. The earned surplus therefore dates from December 31, 1962. 


2. Oil and gas properties, plant and equipment are shown in the accompanying balance sheet at cost except as follows. 
Certain petroleum and natural gas properties and undeveloped acreage located in Canada were revalued, as of 
January 1, 1962 by reason of the economic conditions affecting the sale of low-gravity crude oil in the Lloydminster 
area, Canada and due to engineering studies as to valuations in northeastern British Columbia, Canada. The revised 
values accorded to the properties were determined by independent engineering consultants. This restatement of 
values resulted in a net charge to deficit of $8,311,841. 


In the case of acquisitions made in exchange for shares of the company’s stock, cost has been determined in part on 
the basis of the fair yalue of such shares and in part on the fair value of the properties acquired whichever was the 
most clearly evident in each individual transaction. 


Plant and equipment, acquired by the issue of ordinary common shares as stated above, has been recorded, in the case 
of well equipment, at the vendor’s written down value and in the case of other plant and equipment at the original 
cost to the vendors. The balance of plant and equipment is stated at cash cost. 


The unpaid production payments are payable solely out of production. Because these obligations are considered as 
liens against the properties and there is no direct liability, these amounts are shown as deductions from the property 
accounts on the balance sheet. These production payments include provision for amounts equivalent to interest rang- 
ing from 642% to 65¢% per annum, accruing monthly on the unrecovered balances. 


It is the company’s consistent policy to expense all lease rentals. 


3. The company calculates depreciation on the straight line method on all of its depreciable property except automotive 
and lease and well equipment. Depreciation on automotive equipment is calculated on the diminishing balance method 
calculated at 30% per annum. Depreciation on lease and well equipment is calculated on the unit of production 
method based upon estimated recoverable oil reserves. The annual rate used for other depreciable property is 10% 
of the balance of the asset account at the end of the year. 


Depletion of producing petroleum and natural gas leases, which includes leases and well equipment, or interests therein, 
and amortization of well development costs have been determined on the unit of production method based upon 
estimated recoverable oil reserves. 


Depreciation and depletion have been provided in the accompanying financial statements on costs of producing oil and 
gas properties without any deduction for related unpaid production payments. Proceeds from the sale of production 
applied to production payments retained by others are recorded as earnings subject to charges for depletion and 
depreciation and interest accruing on the production payments. The effect of adopting this method of accounting 
for production attributable to the production payments rather than an alternative method under which such pro- 
duction, revenues and expenses would not be reflected in the financial statements, has been to increase reported 
revenue and expenses by the following amounts: 


Years Ended December 31, 
1963 1964 1965 1966 1967 


Oilvandéeas sales? eee ee $1,253,534 1,219,310 1,254,689 1,403,536 1,459,447 
Depreciation and depletion.............. 331,808 299,588 195,708 230,103 210,926 
nitenes (eee sree ee ea 124,935 129,898 224,648 281,084 337,501 

456,743 429,486 420,356 511,187 548,427 
Increase in net income ..........-..-...--- $ 796,791 789,824 834,333 892,349 911,020 


Maintenance and repairs are charged to profit and loss as incurred. Renewals and betterments have been capitalized. 
The company’s policy with respect to properties retired or otherwise disposed of, is to credit the asset account with 
the cost, to relieve the reserve of accumulated depreciation, depletion or amortization relating to such retirements or 
disposals, and to credit or charge to profit and loss the resulting gain or loss. The accounting for retirements of 
lease and well equipment is based on the group method of accounting. 


4. The company will be required to pay lease rentals on its oil properties, which, based on their holdings at December 31, 
1967, will amount to approximately $220,000 annually. 
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FARGO OILS LTD. 


NOTES TO FINANCIAL STATEMENTS (Continued) 


5. Fargo Oils Ltd. has an employees’ retirement plan which to December 31, 1965 provided for equal contributions of 
5% of payroll by the employees and the company in respect of current services. On January 1, 1966 these contribu- 
tions were changed to 714% by the company and 214% by the employee. At any time prior to the completion of 
five years service, at which time vesting takes place, the employee is entitled to that percentage of the value of the 
funds represented by his contributions in relationship to the total contributions made by all employees and the 
company. After vesting, he is entitled to that percentage of the fund represented by his contributions plus the com- 
pany contributions on his behalf, in relationship to the total contributions made by the company and by all employees. 
During 1967 the vesting provisions were changed so that contributions from the effective date of this change will 
vest as follows: 50% after 5 years and an additional 5% each year thereafter until fully vested. Prior to retirement 
the employee has the choice of an annyity or cash but upon retirement he must take an annuity. Contributions made 
by the company for this plan totaled $7,560 for 1965, $13,279 for 1966 and $16,178 for 1967. The value of the 
fund at December 31, 1967, was approximately $116,208. It is estimated that the company’s contribution for the 
year 1968 will be $16,000. 


6. The 5% notes payable are unsecured and are repayable by instalments of $134,800 of the principal amount on the first 
day of July in each of the years 1968 to 1970. The interest is payable annually on the first day of July. 


7. The number of common shares reserved for issue to employees under the stock purchase plan was 10,233 shares at 
December 31, 1967. Each year, each eligible employee must decide whether or not to participate. If he does partici- 
pate, he must elect to do so either on an annual or a deferred basis. The annual basis requires the payment of the 
option price to the company in cash within ten days after the date that notification is received by the employee that 
he may exercise his option. If the option is taken on the deferred basis, it may be exercised at any time, except for 
certain restrictions which are effective in the event of termination of the plan or the employment of the optionee. 


The purchase price of each share shall be the greater of $1 or 10% of the market price determined by the last trans- 
action at the Toronto Stock Exchange on the last day of business of the previous year. 


An employee is entitled to purchase that number of shares, determined by dividing the market price of the share less 
the amount payable by the employee into 10% of the employee’s base pay for that year. 


Information as to options granted and exercised during the period is as follows: 


Number ot Option Price Market Value 
Shares Per Share Total Per Share Total 
Year ended December 31, 
1965: 
Optionssprantedy. ee 7,904 yey $ 7,904 $2.65-2.99 $20,977 
Options exercised .........--c.e--e--------- 7,103 1 7,103 2.88 20,457 
1966: 
Options granted 1 8,799 2.80 24,637 
Options exercised 1 7,970 2.97 23,671 
1967: 
Options-granted’ 1 ee ee 10,325 1 10,325 2.80 28,910 
Options) exercised <..ces ie 14,359 1 14,359 3.30 47,385 
Shares under option at: 
Decembere3 15 41967.1..0-.asesee .. None 


The option plan which is renewable from year to year at the option of the company was renewed for the year 1968. 
The options are exercisable at any time while the plan is in effect. 


When options are exercised the excess of the market value over the option price at date of grant is charged through 
the employees’ benefit account to profit and loss. 


The shares which may be allotted to employees covering their earnings for the year ended December 31, 1967 are 
2,826 shares. 


8. No provision has been made for taxes on income since the company has expended more than sufficient amounts on 
drilling and exploration costs which may, for income tax purposes, be applied against the reported earnings so that 
there are no income taxes payable. 
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FARGO OILS LTD. 


NOTES TO FINANCIAL STATEMENTS (Continued) 


9. Supplementary profit and loss information: 


Item 


Year ended December 31, 1965: 
Maintenance: and repairs tn tere rece ee ede odes dee 
Depreciation, depletion and amortization of fixed assets............ 
Taxes, other than income and excess profits taxeS.......-..-.---. 
Weasernenitals c.ccccie tes eect eee eee ace een med 
Office and: other ‘rents! cc. csiccc ccs arse sees tert enlace a secctedl 


Year ended December 31, 1966: 
Maintenance and! repalrs tess. eee rretrae eee ea 
Depreciation, depletion and amortization of fixed assets............ 
Taxes, other than income and excess profits taxes................--.- ns 
TCOASE, TEMtATS) pec ne teeter era errs cesta eee teed eae ec earn 


Year ended December 31, 1967: 
Maintenance and Te paln sat cree coerce ea 
Depreciation, depletion and amortization of fixed assets............ 
Taxes, other than income and excess profits taxeS............--.-.--- 
Peaserrentalsiiee se) oe hee ee Oe ess SEA ee Wa 
Officevanduothen rents ese ies he calle are ee AS 


Charged 
Directly 
to Profit 
and Loss 


$ 189,009 
634,139 
59,880 
204,208 
20,733 


$1,107,969 


$1,366,806 


$ 245,160 
757,275 
82,149 
243,988 
36,086 


$1,364,658 
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Exhibit 1 


AGREEMENT AND PLAN OF 
COMPROMISE AND REORGANIZATION 


MEMORANDUM OF AGREEMENT AND PLAN OF COMPROMISE AND REORGANIZATION (the “Plan”) made 
as of the Ist day of March, 1968, BETWEEN: 


RESERVE Ort AND Gas CoMmPANy, a company incorporated under the General 
Corporation Law of the State of California, United States of America, with Head 
Office at 550 South Flower Street, Los Angeles, California (hereinafter called 
“Reserve” ), 
OF THE First PART 
— and — 


Farco Oits Ltp., a company incorporated under the provisions of The Companies 
Act of the Province of Alberta, with Head Office at the City of Calgary, Province 
of Alberta (hereinafter called “Fargo”), 


OF THE SECOND PART 


WHEREAS, Reserve was incorporated on the 16th day of March, 1932, under the General Corpora- 
tion Law of the State of California, United States of America, and has an authorized capital of 400,000 
shares of Preferred Stock, par value $25 per share, and 15,000,000 shares of Common Stock, par value 
$1 per share, of which, on December 31, 1967, 28,600 shares designated 514% Cumulative Convertible 
(Voting) Series A Preferred Stock and 105,796 shares designated 514% Cumulative Convertible (Vot- 
ing) Series B Preferred Stock and 4,532,974 shares of Common Stock were issued fully paid and 
nonassessable, and 1,488,473 shares of Common Stock, reserved for issuance upon conversion of the Series 
A Preferred Stock, Series B Preferred Stock, 614% Convertible Subordinated Debentures, due Decem- 
ber 15, 1992, and upon exercise of outstanding options; and 


WHEREAS, Fargo is an amalgamated company under the laws of the Province of Alberta, under and 
by virtue of a certificate of amalgamation dated June 30, 1960, issued by the Registrar of Companies of 
the Province of Alberta, and has an authorized capital of 9,000,000 shares of Ordinary Common Stock, 
par value $1 per share, of which, on December 31, 1967, 8,519,682 shares were issued as fully paid and 
nonassessable, and 2,826 shares allotted for issuance upon exercise of outstanding options; and 


WueEreEas, Reserve and Fargo have agreed that it would be desirable to amalgamate the two com- 
panies by Fargo becoming a wholly-owned subsidiary of Reserve on the terms and subject to the condi- 
tions and provisions hereinafter set forth and contained, and that Fargo should enter into a compromise 
and arrangement with Fargo’s members to effect such proposed amalgamation of the two companies; and 


WueEreas, the ultimate objective of the parties hereto, having regard to the need for favorable ruling 
and opinions regarding taxation implications, both to Fargo and Reserve and its shareholders, is the 
transfer to Reserve of the whole of the undertaking and property and liabilities of Fargo and the subse- 
quent dissolution of Fargo pursuant to Section 140 of The Companies Act (Alberta) or by winding-up 
or other appropriate corporate action; 


Now, THEREFORE, THIS AGREEMENT AND PLAN WITNESSETH that in reliance on the representations 
and warranties of the parties herein contained, and in consideration of the premises and of the covenants 
and agreements of the parties hereto, Ir Is AGREED as follows: 


1. The Plan is conditioned: 


(a) upon the ratification and confirmation of the Plan by a majority in number representing 
three-fourths of the shares voted either in person or by proxy at a meeting of the shareholders of 
Fargo called to consider a compromise and arrangement between Fargo and its members in the form 


(1) 


annexed hereto as Schedule “A” (hereinafter called “the Arrangement”) pursuant to Section 139 
of The Companies Act (Alberta), and upon the agreement to the Arrangement by the same majority; 


(b) upon the sanction (hereinafter called “the sanction”) of the Arrangement by the Court as 
required pursuant to the provisions of Section 139 of The Companies Act (Alberta) ; 


(c) upon the issue of a ruling or opinion of counsel that the additional Reserve shares to be 
issued as provided herein shall be exempt from the tax imposed under the Interest Equalization Tax 
Act of the United States; 

(d) upon the issue of an authorization, exemption or specific license from the Director, Office 
of Foreign Direct Investments, Department of Commerce, United States of America, if such shall be 
required by Executive Order No. 11387 and Regulations issued thereunder; 


(e) upon the issue and allotment of the shares of Reserve as provided herein being authorized 
for listing (on notice of issuance) by each stock exchange upon which the presently outstanding 
Common shares of Reserve are listed; 


(f) upon the approval of the allotment and issue by Reserve of the shares of Reserve required 
to be allotted and issued pursuant to the provisions of Section 6 hereof by the vote of the shareholders 
of Reserve (Preferred and Common) having a majority of the voting power of Reserve, in person 
or by proxy at a meeting of the shareholders of Reserve to be called for the purpose of considering 
the Plan; 


(g) upon the approval, to the extent required, by the competent securities and exchange com- 
missions and similar governmental authorities of all matters and materials in connection with the 
said meetings of the shareholders of Fargo and the shareholders of Reserve, including, in particular, 
the proxy statements and information circulars required therefor, it being understood that either 
company may decline to proceed with such meeting if it would require the untimely disclosure of 
information regarding its oil and gas properties which is presently confidential and the disclosure 
of which would, in the opinion of the company affected, not be in the best interests of Reserve and 
Fargo or either of them; 


(h) upon obtaining opinions of counsel that the issuance of the shares of Reserve as provided 
herein is exempt from registration under the Securities Act of 1933, as amended, of the United 
States of America, or that a registration statement under the said Act has become effective and that 
the issuance of such shares is exempt from registration under the security laws of the Provinces 
of British Columbia, Alberta, Saskatchewan, Manitoba, Ontario and Quebec. 


(i) upon the number of shares of Fargo held by shareholders of Fargo who effectively dissent 
from the Arrangement in the manner and within the period provided in Section 8 of the Arrange- 
ment not exceeding 5% of the number of shares of Fargo then outstanding, and upon the amount 
in cash or other consideration, if any, required by the Court to be given by Fargo to such share- 
holders of Fargo for their interest in Fargo not exceeding the least of (i) 3% of the fair market 
value of Fargo’s assets, or (ii) the amount of cash and readily realizable assets of Fargo, or (iii) 
that amount which in Reserve’s opinion would, if exceeded, so adversely affect Fargo’s operations 
or financial position as to warrant the termination of the Plan; provided that, by resolution of 
Reserve’s directors, Reserve may in writing waive the provisions of this clause (i) in whole or in 
part; 

(j) upon each of the representations and warranties of Fargo and Reserve contained in Section 
2 hereof being true as of the Closing Date with the same effect as if made as of the Closing Date; 

(k) upon there having been no substantial adverse changes in the condition, financial or other- 
wise, of Fargo and Reserve between the date first above written and the Closing Date, except changes 
occurring in the ordinary course of business; and 

(1) upon each of the covenants and agreements of Fargo and Reserve herein contained which 
are to be observed and performed at or prior to the Closing Date having been duly observed and 
performed. 


(2) 


2. Reserve and Fargo each respectively represents that its share capital, assets and liabilities are 
substantially as represented in its balance sheet as at December 31, 1967, and that its properties are sub- 
stantially as indicated on the said balance sheet or in the report to its members accompanying it. 


3. Each of the parties hereto represents and warrants to the other that it has been duly incorporated 
as respectively represented in the recitals hereto; that it has due corporate power to carry on the business 
now being carried on by it; that it is duly qualified and in good standing in all jurisdictions where such 
qualification is required; that it is not a defendant or respondent in any material litigation or adminis- 
trative proceeding, nor is any threatened, which, if adversely determined against it, would cause any 
material adverse change in relation to its business or assets. 


4. Fargo shall appoint and does hereby appoint Guaranty Trust Company of Canada, Calgary, 
Alberta, Canada, as trustee for members of Fargo other than those who may effectually dissent from the 
Arrangement in the manner and within the period provided in Section 8 of the Arrangement, to enable 
the trust company to transfer to the members of Fargo (except the effectually dissenting members) shares 
of Reserve in accordance with the terms of the Arrangement. 


5. Fargo agrees that, as soon as it is reasonably practicable, it will apply to the Supreme Court of 
Alberta for an order calling a meeting of its shareholders for the purpose of considering and, if thought 
advisable, approving the Plan and agreeing to the Arrangement and that, as soon as practicable after 
the approval of the Plan and agreement to the Arrangement, as aforesaid, has been obtained, it will take 
the necessary steps to submit the Arrangement to the Supreme Court of Alberta for sanction. 


6. Reserve shall, as soon as is reasonably practicable, take the necessary steps (i) to call and hold 
a special meeting of the shareholders of Reserve for the purpose of considering and, if thought fit, of 
approving the Plan and the allotment and issue of the shares of Reserve required to be allotted and issued 
pursuant to Section 7 hereof; (ii) to arrange for the listing on the stock exchanges on which Reserve 
Common shares are presently listed of all those Reserve shares to be allotted and issued pursuant to Sec- 
tion 7 of the Plan, (iii) to obtain the ruling or opinion required under subsection 1(c) hereof, (iv) to 
obtain the authorization, exemption or specific license required under subsection 1(d) hereof, or an 


opinion of counsel that such is not required, and (v) to take all necessary action to comply with subsec- 
tion 1(h) hereof. 


7. Reserve covenants and agrees that upon the Closing Date, Reserve will issue such number of 
fully paid and nonassessable shares of Reserve Common Stock to Guaranty Trust Company of Canada, as 
trustee (appointed pursuant to Section 4 hereof), to enable the trust company to transfer to the former 
shareholders of Fargo (except Reserve and the effectively dissenting shareholders) shares of Reserve in 
accordance with the terms of the Arrangement. 


8. Except for the purposes of carrying out the Plan, and, in the case of Fargo, of carrying out the 
Arrangement between Fargo and its shareholders, neither Reserve nor Fargo, between the date of this 
Plan and the Closing Date, shall: 


(a) make any distribution by way of dividend or return of capital to its shareholders, except 
payment of regular dividends on the Preferred Stock of Reserve; 


(b) enter into any transaction or agreement or do any act or thing except in the ordinary course 
of its business, without the consent of the other party hereto; 


(c) issue any of its shares, except as may be required (i) upon the exercise of an existing stock 
option, (ii) upon conversion of Reserve’s Convertible Debentures, and (iii) upon conversion of 
Reserve’s Series A Preferred Stock and/or Series B Preferred Stock. 


9. This Agreement and Plan shall terminate absolutely and the Arrangement shall be abandoned, 
unless the parties hereto otherwise agree, if (i) it shall be determined by either party hereto on or prior 
to the Closing Date that any one or more of the conditions set forth in Section 1 hereof cannot or will 
not be met by reason of circumstances beyond the control of such party (as to which such party will be 
sole judge), or that the provisions of Sections 5, 6 and 7 of this Plan cannot or will not be carried out 


(3) 


by reason of such circumstances, and the party making such determination shall have given written notice 
of such determination to the other party hereto, or (ii) if the Closing Date shall not occur by July 31, 
1968. Upon such termination, neither party shall be under any liability to the other hereunder. 


10. The Closing Date shall be the date upon which each of the parties hereto shall have given notice 
to the other party hereto, representing that all of the conditions specified in Section 1 of this Plan have 
been met. In giving such notice each party hereto shall be entitled to rely on the representations of the 
other party hereto with respect to those of the said conditions which are to be met by such other party. 
Each such notice shall be signed by the President or a Vice President together with the Secretary or 
Assistant Secretary or Treasurer of the party giving the notice. No such notice shall be given on a day 
when the American Stock Exchange is not open for trading. 


11. Reserve agrees that as soon as is reasonably practicable after the Closing Date it will make 
application to list its Common shares (including the shares to be issued to former Fargo shareholders 
pursuant to the Arrangement) on the Toronto Stock Exchange and will establish transfer facilities for 
the transfer of its Common shares in’Canada. 


12. The directors of Fargo, with the prior consent of Reserve (which shall be deemed duly given 
and authorized if executed by the President or a Vice President and the Secretary or Assistant Secretary 
or Treasurer of Reserve under Reserve’s corporate seal) shall have power to assent to the provisions 
made by the Court for any member of Fargo who effectively dissents from the Arrangement within the 
time and in the manner directed by the Court, and to assent to any modification of this Plan which the 
members of Fargo or the Court pursuant to the provisions of The Companies Act of the Province of 
Alberta may think fit to direct or approve. 


13. No expenses of Fargo or its members in connection with this Plan or the Arrangement shall 
be paid by Reserve, but shall be borne and paid by Fargo. Reserve shall bear and pay all expenses of 
Reserve with respect to this Plan and the Arrangement. 

14. Fargo shall, at such time after the Closing Date as the directors of Reserve consider appro- 
priate, having regard to the need for favorable rulings and opinions regarding taxation implications both 
to Fargo and Reserve and its shareholders, apply to the Court pursuant to Section 140 of The Companies 
Act (Alberta) for an order providing for the transfer to Reserve of the whole of the undertaking and 
the property and liabilities of Fargo and the subsequent dissolution, without winding up, of Fargo or 
alternately shall take steps to dissolve by winding-up or other appropriate corporate action. 


In WITNESS WHEREOF, the parties hereto have executed this Agreement as of the day and year first 
above written, 


RESERVE OIL AND GAS COMPANY 


By Joun R. McMILLan 


President 
By Harorp F, GREEN 
Secretary 
(Corporate Seal) 
Farco O1ts Ltp. 
By B. V. RicHARDSON 
Chairman of the Board 
By Davip W. Tasot 
Treasurer 
(Corporate Seal) 
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SCHEDULE “A” 


This is Schedule “A” referred to in an Agreement and Plan of Compromise and Reorganization 
made as of the Ist day of March, 1968, between RESERVE O1L AND GAs ComPANY, of the First Part, and 
Farco Or1rs Ltp., of the Second Part. 


In THE MATTER OF THE COMPANIES ACT OF THE PROVINCE OF ALBERTA 
— and — 
In THE MATTER of an Arrangement between Fargo Oils Ltd., a company incorpo- 


rated under the laws of the Province of Alberta, and the shareholders of Fargo 
Oils, Ltd. 


ARRANGEMENT 
1. The Agreement and Plan (hereinafter called “the Plan”) between Reserve Oil and Gas Company 
(hereinafter called “Reserve’) and Fargo Oils Ltd. (hereinafter called “Fargo”), dated as of the Ist 
day of March, 1968, shall be approved, ratified and confirmed. 


2. Fargo shall become the wholly-owned subsidiary of Reserve in the manner hereinafter set out. 


3. Fargo shall observe and perform all of the covenants and agreements to be observed and per- 
formed by it under the terms of the Plan and shall require Reserve to observe and perform all of the 
covenants and agreements to be observed and performed by Reserve thereunder, including its covenant 
to issue and allot as full paid and nonassessable to Guaranty Trust Company of Canada, as trustee for 
the former members of Fargo (other than those former members, hereinafter called “dissentients”, who 
effectually dissent from this Arrangement in the manner and within the period provided in Section 8 
hereof) such number of shares of Reserve Common Stock, par value $1 per share, as shall enable such 
trust company to transfer to such former members (including holders of options to purchase Fargo 
shares) shares of Reserve in accordance with the provisions of this Arrangement. 


4. Each holder of shares of Fargo shall be entitled to have transferred to him by the trust company 
43/100ths fully paid and nonassessable share of Common Stock, par value $1 per share, of Reserve for 
each one share of Fargo held by such holder upon surrender by such holder, as hereinafter provided, of 
the certificate or certificates representing shares of Fargo held by such holder. 


Upon the Closing Date defined in the Plan: 


(a) All holders of certificates representing shares of Fargo shall cease to be shareholders of 
Fargo and their names shall be removed from the Register of Shareholders of Fargo; 


(b) Reserve (subject to the issue of such director’s qualifying shares of Fargo to Reserve’s 
nominees as Reserve may desire) shall become and be the sole shareholder and holder of all the 
issued and outstanding shares of Fargo, its name shall be entered in the Register of Shareholders of 
Fargo as such, and it shall be entitled to receive a share certificate or share certificates representing 
such shares; 


(c) Each certificate formerly representing shares of Fargo held by such former shareholder of 
Fargo shall thenceforth represent: 

(i) in the case of a former shareholder of Fargo who is not a dissentient—the right upon 
the surrender of such certificate to Guaranty Trust Company of Canada, Calgary, Alberta, 
Canada, on or before July 31, 1968 (or such later date as is provided for in Section 6 hereof) 
and upon payment of all applicable transfer taxes and transfer fees: 


(1) to require Guaranty Trust Company of Canada to transfer to the holder of such 
certificate the number of whole shares of Reserve Common Stock to which such holder is 
entitled under the terms of this Arrangement; and 


(2) to require Guaranty Trust Company of Canada to account to such holder for any 
fractional share of Reserve to which such holder would be entitled under the terms of this 
Arrangement, as more particularly provided for in Section 5 hereof. 
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(ii) in the case of a former shareholder of Fargo who is a dissentient—the right, upon the 
surrender of such certificate to Guaranty Trust Company of Canada to receive from Fargo such 
award as may be made to such former member by or as a result of any direction of the Court 
made in that behalf. 


5. Nothing in this Arrangement shall entitle any person to receive a certificate representing a frac- 
tional share of Reserve. Should any former shareholder of Fargo become entitled to a fractional share of 
Reserve, Guaranty Trust Company of Canada shall sell on the American Stock Exchange on the first 
business day following the Closing Date of the Plan the aggregate of all fractional shares to which Fargo 
shareholders may be entitled and shall pay to that shareholder in cash or by check an amount representing 
the net sale price of such fractional share of Reserve. 


6. If all certificates formerly representing shares of Fargo held by former shareholders of Fargo 
who are not dissentients shall not have been surrendered to Guaranty Trust Company of Canada on or 
before December 31, 1974, in exchange for shares of Reserve, Reserve shall have the right on 60 days’ 
notice to the said trust company and to all such former holders of Fargo’s shares, mailed to them postage 
prepaid at their last respective addresses as shown on the books of Fargo, to decline to permit said trust 
company to transfer further shares of Reserve pursuant to the Plan or this Arrangement after the 
expiration of the said period of notice; and upon the expiration of the said period of notice, the right of 
each former shareholder of Fargo to obtain shares of Reserve or cash in lieu of fractional shares of 
Reserve or any benefit whatever from Reserve, Fargo or the said trust company with respect to his cer- 
tificates formerly representing shares of Fargo, shall cease, and the trust company shall transfer to 
Reserve such remaining shares of Reserve and pay to Reserve the remaining undisbursed proceeds of the 
sale of fractional interests. 


7. If, on or before the last date on which certificates formerly representing shares of Fargo may 
be surrendered for Reserve shares as aforesaid, the shares of Reserve should be consolidated or divided 
or otherwise affected by any merger, amalgamation or reorganization, whether similar or dissimilar to 
that effected between Fargo and Reserve hereby, Reserve shall have the right, upon any such consolida- 
tion, division, merger, amalgamation or reorganization, to issue hereunder, in lieu of Reserve Common 
shares, par value $1 per share, the new shares of Reserve or securities exchanged for Common shares of 
Reserve as a result of such consolidation, division, merger, amalgamation or reorganization, on the same 
basis as if each former shareholder of Fargo, who has not surrendered his certificate formerly repre- 
senting shares of Fargo, then held the number of Reserve shares to which he would be entitled hereunder 
upon surrender of such certificate. 


8. As soon as possible after the expiration of seven (7) days from the date upon which this 
Arrangement has been agreed to by the requisite majority of the shareholders of Fargo as provided for by 
Section 139 of The Companies Act, Fargo shall apply to the Court for an order sanctioning the Arrange- 
ment proposed hereby; and if any shareholder of Fargo who did not vote in favor of this Arrangement 
shall, within the said period of seven (7) days, have expressed his desire to dissent therefrom by a notice 
in writing addressed to Fargo and sent to or left at its registered office, such notice shall be brought to the 
attention of the Court on the said application and Fargo shall give notice to such shareholder of any 
direction made by the Court. 


9. After the Closing Date the directors of Fargo shall, with all reasonable dispatch, mail or cause to 
be mailed to each former shareholder of Fargo who is not a dissentient and whose name appears in the 
register of shareholders of Fargo as at the close of business on the day prior to the Closing Date, at the 
address of such former shareholder as it appears in said register, a notice of the right of such former 
shareholder to receive the shares of Reserve to which such former shareholder is entitled hereunder as 
herein provided. 


10. Fargo may, by resolution of its directors, assent to any alteration or modification of this 
Arrangement or any condition which the Court may think fit to approve or impose and may consent to 
any alteration or modification of the Plan. 
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11. Notwithstanding the sanction of this Arrangement by the Court, Fargo may, by resolution of 
its directors, abrogate this Arrangement in the event that the Plan is terminated, as provided for therein, 
subsequent to such sanction. 


12. References in this Arrangement to “holders of shares of Fargo,” “former shareholders of 
Fargo,” and “certificate formerly representing shares of Fargo,” shall not (except as used in subsection 
4(b) hereof) include Reserve or the certificates for shares of Fargo held by Reserve, as the case may be. 
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Exhibit 2 
SELECTED EMPLOYEES’ STOCK OPTION PLAN—1968 


RESERVE OIL AND GAS COMPANY 


1. Establishment and Purpose. 

There is hereby established a Selected Employees’ Stock Option Plan (the “Plan’’) subject to approval by 
the holders of a majority of the outstanding shares of voting stock of the Company. The purpose of the Plan is 
to provide a means whereby key employees of the Company and its affiliates (i.e., officers, directors who are 
employees, supervisors, and higher compensated employees) may be given an opportunity to purchase shares of 
the Company under options, which will qualify as “qualified stock options” under Section 422 of the Internal 
Revenue Code as it is now in effect or as it may hereafter be amended from time to time. The term “affiliates” 
as used in the Plan means parent or subsidiary corporations, as defined in Section 425 of the Internal Revenue 
Code, including parents or subsidiaries which become such after adoption of the Plan. The Plan shall become 
effective immediately following such approval by the shareholders. 


2. Amount of Stock. 

(a) Options qualifying as “qualified stock options” under Section 422 of the Internal Revenue Code may 
be granted under this Plan from time to time to key employees of the Company and of its affiliates to purchase 
an aggregate of not more than 100,000 shares of the Company’s Common Stock ($1 par value). If an option is 
surrendered or for any other reason ceases to be exercisable in whole or in part, the shares which were subject 
to such option but as to which the option had not been exercised shall continue to be available under the Plan. 


(b) The maximum number of shares for which an option or options may be granted to any employee 
during any period of five years shall be 15,000. 


3. Administration. 

(a) The Plan shall be administered by a committee (the “Committee”) consisting of not less than 3 
directors of the Company to be appointed by the Board of Directors. The Board of Directors may from time 
to time remove members from, or add members to, the Committee. Vacancies on the Committee, howsoever 
caused, shall be filled by the Board of Directors. No member of the Committee shall be eligible to receive an 
option under the Plan. The Committee shall select one of its members as chairman, and shall hold meetings at 
such times and places as it may determine. A majority of the Committee shall constitute a quorum, and acts of 
the Committee at which a quorum is present, or acts reduced to or approved in writing by a majority of the 
members of the Committee, shall be the valid acts of the Committee. Subject to the express terms and conditions 
of the Plan, the Committee shall have full power to construe and interpret the Plan, to prescribe, amend and 
rescind rules and regulations relating to it, and to make all other determinations necessary or advisable for 
its administration. 


(b) The Committee may from time to time determine which key employees of the Company or of its 
affiliates (as described in paragraph 1, above) shall be granted options under this Plan, and the number of 
shares for which an option or options shall be granted to each of them. 

(c) The Committee shall report to the Board of Directors the names of employees granted options, the 
number of shares covered by each option and the terms and conditions of such option. 


4. Terms and Conditions of Options. 
Each option shall be evidenced by a written Stock Option Agreement executed by the Company and the 
person to whom such option is granted and shall be subject to the following terms and conditions: 


(a) Option Price. The option price shall be the reported highest price of the Company’s shares on 
the American Stock Exchange on the day the option is granted, or if no sale of the Company’s stock 
shall have been made on such Exchange on that day, on the next preceding day on which there was such a 
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sale. Payment for shares purchased upon exercise of an option shall be in cash or, in the discretion of the 
Committee, upon an installment basis, with interest of at least 4 percent payable upon any unpaid balance 
of the purchase price. 


(b) Option Period. The period for exercising an option shall be the period beginning 12 months 
from the date on which the option is granted and ending on a date determined by the Committee, but in no 
event on a date later than 5 years from the time the option is granted, except that (i) if an optionee ceases 
to be an employee of the Company or an affiliate for any cause other than death during the option period, 
the option shall be exercisable only prior to the end of the 3-month period following termination of employ- 
ment or prior to the end of the option period, whichever shall first occur, provided that if termination is 
for cause the option shall terminate on the date of termination of employment; and (ii) if an optionee dies 
during the option period, the option shall only be exercisable by the estate of the optionee (or by such 
person who acquired the right to exercise the option by bequest or inheritance or by reason of the death 
of the optionee) prior to the end of the 12-month period following death or prior to the end of the option 
period, whichever shall first occur. 


(c) Adjustments. If there shall be any change in the shares subject to the Plan, or in any option 
granted hereunder, through merger, consolidation, reorganization, recapitalization, reincorporation, stock 
dividend or other change in corporate structure, appropriate adjustments shall be made by the Committee in 
the aggregate number of shares subject to the Plan, the maximum number of shares for which options may 
be granted to any one employee and the number of shares and the price per share subject to outstanding 
options in order to preserve, but not to increase, the benefits of the optionee; provided, however, that 
subject to any required action by the shareholders, if the Company shall not be the surviving corporation in 
any merger, consolidation or reorganization, every option outstanding hereunder shall terminate, unless the 
surviving corporation shall (subject to applicable provisions of the Internal Revenue Code) substitute a new 
option therefor or assume (with appropriate changes) the existing option. If the option shall terminate by 
reason of such merger, consolidation or reorganization, then, notwithstanding the option period, the option 
may be exercised, in whole or in part, by the optionee at any time prior to or concurrently with consum- 
mation of such merger, consolidation or reorganization. The Committee may include in the Stock Option 
Agreement more detailed provisions with respect to such adjustments. 


(d) Consideration for Option. In consideration of the granting of the option, the optionee shall 
agree (i) to remain in the employ of the Company or an affiliate for a period of at least 1 year after the 
option is granted, subject to the right of the Company or such affiliate to terminate his employment at any 
time for any reason whatsoever, (ii) that during the lifetime of the optionee the option shall be exercisable 
only by the optionee and shall not be transferable except by will or the laws of descent and distribution, and 
(iii) in the discretion of the Committee, that such optionee, and each person who shall exercise such option, 
shall represent that any and all shares purchased pursuant to such option will be purchased for investment 
and not with a view to the distribution or resale thereof. 

(e) Other Provisions. The option may contain such other terms, provisions and conditions not incon- 
sistent with the Plan as may be determined by the Committee and shall include such provisions and 
conditions as may be necessary to qualify the option as a “qualified stock option” under Section 422 of the 
Internal Revenue Code as now in effect or as hereafter amended from time to time. 


5. Proceeds from Sale of Stock. 


Proceeds from the sale of stock pursuant to the options granted under the Plan shall be added to the 


general funds of the Company. 


6. Suspension or Termination of the Plan. 


The Board of Directors may at any time suspend or terminate the Plan. Unless the Plan shall theretofore 


have been terminated by the Board of Directors, the Plan shall terminate on December 31, 1975. No option may 
be granted during such suspension, or after such termination. The termination of the Plan shall not, without 


the consent of the optionee, alter or impair any rights or obligations under any option theretofore granted under 
the Plan. 


Dated: March 5, 1968. 


‘ atthe none ort ae 
guts ot Ae Ss a 
mnt 
ext & > H : 
rir 9d } oti af bia ba gpaby Pas in ones m eopre ery 
2sars> aeraian tis FE Ged a Bly. oF PO icy nadine aie ata 
Sei o Y aie ty <yarr SE ieee eet? Totty 923 ed Yue sab vials ‘na wm naan - aa 
ites to noseniaea ao welip it adh tieda Bike te ott} a i Sei » 
Sanuitenitese ti dadbelpennige tee tanta ert . vin ie 
pane eens argh a ditty eR RS ae ies atl 
io b bt Oo copedsees stay dele weld - a xSRS ‘i pa i s lt 
us 7 Tate at bibpbikag ds HORNED seit prriire: aris s 
‘hao gdtittanita ad so heenany ae anid Bb ra mie 5 cE 
| iar 0 taney tied ae a ven 
' é a ee pob4 why ME y ieee coda 7" 
: inches i seh ie 
on al : ; ry eh Whe ‘ fe si spite Foul - 
yale dete. ASTID ote 287, 
d ro a hae Fai 
: i Mele i 
bail 
a sbrlota yas Miniengd SE Eat Heavier ot tO “doe Ania ao stone te bi 
darn Tey BS ie oA pannel ary hat asain 
: Hi 2 : Tees hie popes ger) 83] tos . (Ee pate ial 
digas fh otalok Set rf 
y ’ 
& ry { +3 
iy ape 
ii 
: ii : he 
; Pay. isi i } stately ag ep er 
. 
; : 


THIS IS EXHIBIT 1 to the Listing Application of RESERVE OIL AND GAS COMPANY dated the 14th 


day of June, 1968. 


NUMBER OF 


SHARES 
10,000 
90,000 
6,711 
6,789 
20,000 
328 
6,037 
5,000 
5,400 
5,000 
2,000 
575 
21,900 
700 
1,500 
26,696 
16,364 
15,000 
10,000 
250,000 
10,000 
10,200 
5,540 
10,514 
10,756 
3,238 
500,248 
22,009 
22,492 
12,801 
23,156 
916 
34,359 
1,500 
23,484 
1,500 
3,975 
24,021 
24,446 
1,000 
1,000 
172,640 
215,000 
338,028 
2,500,326 
13,267 


3,432 
8,350 


103,601 
55,985 
3,424 
2,668,257 


7,379,465 ISSUED 


List of Common Stock Issued by 


RESERVE OIL AND GAS COMPANY 


DATE 


1932 
1933 
July 1936 
Aug. 1936 
Oct. 1936 
Dec. 1936 
Jan. 1937 
1938 
1939 
1939 
1944 
Feb. 2, 1945 
1945 
May 1945 
May 1945 
May 16, 1945 
Nov. 14, 1945 
May 25, 1946 
Dec. 6, 1948 
May 1951 
Jan. 1954 
June 1954 
1954 
Feb. 1955 
July 1955 
1955 
Feb. 1956 
Mar. 1956 
Oct. 1956 
1956 
Apr. 1957 
1957 
Feb. 1958 
1958 
Feb. 1959 
1959 
1959 
Feb. 1960 
Feb. 1961 
1961 
1962 
Apr. 27, 1964 
May 24, 1965 
Mar. 31, 1966 
Apr. 29, 1966 


Aug. 1967 to 
June 10, 1968 


Aug. 1967 to 
June 10, 1968 


Jan. 1968 to 
June 10, 1968 


Jan. 1968 

Feb. 1968 

Mar. 1968 
June 10, 1968 


March 16, 1932 — June 10, 1968 


PURPOSE 
Original Issue (Cash) 
Recapitalization 10/1 Exchange 
Offering to Shareholders (Cash) 
Offering to Shareholders (Cash) 
Conversion of promissory notes 
Offering to Shareholders (Cash) 
Offering to Shareholders (Cash) 
Cancellation of contractual obligation 
Conversion of promissory notes 
Assignment of Oil Lease 
Conversion of promissory notes 
Cancellation of indebtedness 
Conversion of promissory notes 
Sold for cash 
For services 
Cancellation of indebtedness 
Sold for cash 
Sold for cash 
Sold for cash 
Stock split (no sale) 
Stock dividend (no sale) 
Stock dividend (no sale) 
Options exercised 
Stock dividend (no sale) 
Stock dividend (no sale) 
Options exercised 
Stock split (no sale) 
Stock dividend (no sale) 
Stock dividend (no sale) 
Options exercised 
Stock dividend (no sale) 
Options exercised 
Stock dividend (no sale) 
Options exercised 
Stock dividend (no sale) 
Options exercised 


‘Options exercised 


Stock dividend (no sale) 

Stock dividend (no sale) 

Options exercised 

Options exercised 

Acquisition of Fremont Valley Properties 
Acquisition of Rice Ranch Properties 
Acquisition of Long Beach Properties 
Acquisition of Apple Valley Properties 


Conversion of preferred shares, Series A 


Conversion of preferred shares, Series B 
Options exercised under the Selected Employees’ 
Stock Option Plan—1964 

Conversion of Debentures 

Conversion of Debentures 

Conversion of Debentures 

Exchange for the shares of Fargo Oils Ltd. 


RUNNING 
TOTAL 
10,000 
100,000 
106,711 
113,500 
133,500 
133,828 
139,865 
144,865 
150,265 
133,205 
157,265 
157,840 
179,740 
180,440 
181,940 
208,636 
225,000 
240,000 
250,000 
500,000 
510,000 
520,200 
525,740 
536,254 
547,010 
550,248 
1,100,496 
1,122,505 
1,144,997 
1,157,798 
1,180,954 
1,181,870 
1216229 
E2129 
1,241,213 
1,242,713 
1,246,688 
1,270,709 
152953155 
1,296,155 
12973155 
1,469,795 
1,684,795 
2,022,823 
4,523,149 


4,536,416 
4,539,848 


4,548,198 
4,651,799 
4,707,784 
4,711,208 
7,379,465 


THIS IS EXHIBIT 2 to the Listing Application of RESERVE OIL AND GAS COMPANY dated the 14th 
day of June, 1968. 


EXERCISE OF RESERVE STOCK OPTIONS 
1-1-54 THROUGH 6-10-68 


NO. OF TOTAL 


COMMON SHARES PRICE PER SHARE CONSIDERATION’ 
1954 1,000 $13.0143 $ 13,014 
a 1,040 21.0096 21,850 
2,500 13.0142. 32,535 
1,000 21.0015 21,001 
Total 5,540 $ 88,400 
1955 1,572 $18.3774 $ 28,889 
1,666 20.1822 33,624 
Total 3,238 $ 62,513 
1956 2,100 -  $10.0800 $ 21,168 
9,315 6.0200 56,076 
898 8.6800 7,795 
488 8.6700 4,231 
Total 12,801 $ 89,270 
1957 916 $ 8.5100 $ 7,795 
Total 916 $ 7,795 
1958 500 $17.9300 $ 8,965 
1,000 17.9200 17,920 
Total 1,500 $ 26,885 
1959 500 $20.2300 $ 10,115 
1,000 23.8000 23,800 
472 15.1600 7,155 
3,503 9.2200 32,298 
Total 5,475 $ 73,368 
1961 1,000 $12.3500 $ 12,350 
Total 1,000 $ 12,350 
1962 1,000 $12.3500 $ 12,350 
Total 1,000 $ 12,350 
1968 (to 6-10) 8,350 $ 6.8750 $ 57,406 
Total 8,350 $ 57,406 
GRAND TOTALS: 39,820 $430,337 
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FINANCIAL STATEMENTS 
RESERVE OIL AND GAS COMPANY 


BALANCE SHEET 
March 31, 1968 


(UNAUDITED ) 
ASSETS 
CURRENT ASSETS 
echt Tactudine C.Ds $2,315,000) os ica etre Prato sited. hctircaire $ 3,903,608 
SeCEDIAES” TR CCOLV AONE: 3.15.0. tt oes ue ae inte Re, Lever. 2 ere ee ee me 1,575,415 
REL CCELV AIG 82. ee ee PE OR en xe ei ea ttre WR A ddd Rois eae agenness 340,619 
Installment Contracts Receivable 45 .ocrcel kt ces a GMO NARS gar Se eee 638,500 
RRA RTE TOIT EN OCOLU ALG Byte SVM UE ite ore ak nha ohn ais sone deo cdarners deste b ioc onans.n caancis ceiheiw 1,162,800 
Inventories 
Anhydrous Ammonia, at market es ee ee Rice ae eee a ee sie 335,476 
ONTO TRE TS ac ae el Se AN ec I eC 76,138 
Materials.and Supplies, ‘at average. cost ...........0:.0..:ccccccsenesenceees Daal he a a See 241,629 
BM Re Cae TAO Al COSEE ia as, 14h a hep don ton fa caad oe. scat oun hake x URI A 71,236 
I ARIES iu heh MEE 1 fu AO RRA cP REN CARAS EN 2 Oe gE 3 314,840 
Pe re execs. aNd Deterred Charme se 6 coc evnstinwegeandetonsaeheetive ers neuapeves this Oe ony 630,550 
9,290,811 
INVESTMENTS AND LONG-TERM RECEIVABLES 
INGLE SHUR CCCLVLOLG Scott rae, on ee ern rey Oe PG he cena onl ea hae iene SPAR ae 397,857 
Instalimenti@onthacts Receivable: — net) sooo csencbensee cx pecan co cousioedswrenvseneseoseesn<:.depeme paid: 3,829,040 
ROSE UNE ECMOCCE LVAD see re dk See Bi rs owes ergs ooo Pua aa At a was 3,316,708 
Investment in Fargo Oils Ltd. and A.V.R. Water Co. FC eR ete rat he loo, — 11,466,005 
ye Ae OSE se we IMR MY Ei ie lr a a Pi il ig hed 928,612 
19,938,222 
PROPERTIES 
OA IEC St PIR DCENCSND PAI Fee oi) oc seen csdctescnattes crn varn ciococneseganctedanssvadieestesdceapntirssa seed RRND UCAS IGLD 46 
Less: Outstanding Balance of Reserved Production Payments .................0..00..:00 celeste £25155,281 
Oil and Cx Properties — cost I TCR nt ie eat dt ee ‘pater 33,026,265 
Commercial and Other Properties — cost 09 CAAT CPU ARs Simaoel Leris't orehoe oct 4,829,740 
37,836,005 
Bess: Accumulated Depletion and 'DepreciaGoa 'o.c62 du. ls veedsie cartes he aneceu -n sas sen senaySeypows- 21,444,196 
16,391,809 
DEFERRED CHARGE, UNAMORTIZED. DEBT. EXPENSE) .sscescenococsnsee cance snccevontenenennnsdvasnct eos. Ries 437,294 
PEO BS oie soc onnp Son vnedndancundeadenvdolowvesisvabtyhenes oe doom ance EN a OL LaLa A. TY 5: NT $46,058,136 
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LIABILITIES AND SHAREHOLDERS’ EQUITY 
CURRENT LIABILITIES 
Notes Payable 


Accounts Payable and Accrued Liabilities 
Commissions Payable 


Construction’ Costs Payable .......c7 R099... ee oe RR yc cus techn sete dean aaa 


LONG-TERM LIABILITIES ; 
614% Convertible Subordinated Debentures ...........:..:5:-..2Gect en ee ee toe a 
Notés payable ‘and ‘Other Long-FerauDebt | oa 
Commissions Payable’ cc: ::6i.0csc.2nc Sesensdbcctedea te tose ee grt sas ee see aca Tee an eee ee ee 
Deferred. Federal and State Income “Faxes.4.2.0..). ee ee ee 
DEFERRED INCOME — SALES AGENCY CONTRACTS. .........0..0000c0:cccccccccseeeeeeceeetesteeeedeceeeeteesuseeeeceess 
SHAREHOLDERS’ EQUuITY 
Capital Stock SHARES 
Preferred, $25. par value 
Shtates: Authorized | <..:iccc.:5:cndeuacecst caer ene ee 400,000 
Series “A”, 514%, issued and outstanding 4.2)..-.44.500- te ee 21,122 
Series “B”, 514%, issued, incl. 2,435 shs. in Treasury .........0............0.c00 107,338 
Common, $1. par value 
Shares Authorized «csv. cc.sceieteat waren hangin ee 15,000,000 
Shares Resérved for Options 2-7 Ste ee ee 73,250 
Shares Reserved for Conversion of Pfd. Stock and Debentures .................... 1,239,237 
Issued, incl. 20,387 >shs. in Treasury 22.:5.....0 eee 4,708,959 
Capital Sur pag 2.5 siecee!shessncises once: Ramee apes ae ett a 
Earned Surplus 
Balance, December. 31,.1967......ccc-. Aron peo. bavwae® Bec $11,617,692 
Cash. Dividends :— Preferred ‘Stocic..;,,..c.n en ee (45,376) 
Net Income, before Federal Income Tax, three months ended 
Marcli'3] 5: LQG 8 5.252 asisicdie sine bd celled td ee as aos ie a ds 219,618 


Less Treasury Stock, at cost (2,435 shs. Series “B” Pfd. and 
20,387 shs. Common) 


Total Shareholders’ Equity 


TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY 


NEWTON T. BASS, Director 
W. E. CRAMER, JR., Director 
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$ 125,667 


1,823,160 
110,000 
329,388 


2,388,215 


11,860,000 
515,859 
108,528 

4,352,922 


16,837,309 


2,379,586 


678,050 
2,683,450 


4,708,959 


4,676,616 


11,791,934 


24,539,009 


85,983 


24,453,026 


$46,058,136 


RESERVE OIL AND GAS COMPANY 


STATEMENT OF INCOME 
Three Months Ended March 31, 1968 
(UNAUDITED) 
REVENUES: 
ates. Ot pettoleunn prodncts., a. lott hey ea ight i eM pa ace ne 8 oo $1,836,173 
Soleirom ren) cstater uct ania RU a eM ai aac 198,450 
Re OUMIINSSAC) FEM CONE 0 50 oo eee ote rare nee Meee MR tee eer Wt le 399,228 
Other income. — including interest: $116,009 oN cvediecscescesseentrscapiecostecaseassds 218,183 
2,652,034 
COSTS AND EXPENSES: 
MeMrane! BOS ONG OLNEE OPerArnareXPCNSES ic. haces coe cen es ete tgivs cease decpscthosenviewacay beveeceadubedusddues 909,966 
Moc ar tealestate sold and Ioss ON TEPOSSESSIONS fo... he ik iad ec seccs vis vdcs esse vstnnadinveavtenesseren 137,191 
ies SAE ACINIINGIT ALEC! CXPOMSES. tra ht he eels ie ate eben chi desoeo ms behane Ae enstos does lann varnsdetedom pun 414,748 
ERE RCOSES Pet 7 tr Nh ere en ey tog ete tk Oe Nee Mel te ea hi Ca vss caiewsdns 812 
BeoicGon, depreciation and. abanGonments ooo) es se ctncgnecsseetid-vrinees decd vaveseoevondinsns vavtns 614,329 
RRO Reet ry eternity tO, oe ab hss eee at ee EN oc et Oe 355,370 
RCO EAL ABOOINE CAKES: 5p... occ fons cc ceciden Soanecneaesteoes endovene Pepa ath Picea sa Sta, UE Bel de OG DE a 25,000 
2,457,416 
PNYCOME BEFORE EXTRAORDINARY ITEM ...0....0.000cccccccccccseeseeesssedceecaecesneeennseesannoaresnes 194,618 
EXTRAORDINARY ITEM — 
Federal income tax reduction attributable to loss carryforwards .0...00..00....0...ccecctettteecees 25,000 
SMR eel Re rN er ch P Ae Ge nf URN Os eae ie vedi ck.cbsyaddienons sew mse e+ 


PER SHARE OF COMMON STOCK: 


PGC atthe CATE AGENT AEG Meese eee ae, ccm ks uth ne Senne UR aabomn nihonne aneaieabvand cnvp rau 


Extraordinary item 


NCR OCOINC ODD MCADIE PO COMNIIECEN SLOCR Sy rles pe eens a ern eee Peas dee idiial's duexane stu edenbRGn Gah ve 
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$ 219,618 
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